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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

14

15

16

17

Please describe your qualifications in the field of utility regulation and your

educational background.

l have been involved with utility regulation in Arizona since 1994. During

that period of time I have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

l hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. Appendix 1,

which is attached to my direct testimony on the cost of capital issues in

this case, further describes my educational background and also includes

a list of the rate cases and regulatory matters that I have been involved

18 with .

19

20

21

22

23

What is the purpose of your testimony?

The purpose of my testimony is to present RUCO's position on Arizona-

American Water Company's ("AAWC" or "Company") request for an

infrastructure improvement surcharge for the Company's Sun City Water

A.

A.

A.

Q.

Q.

Q.

1



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-09-0343 8. Docket No. SW-01303A-09-0343

1

2

3

4

5

6

District, which AAWC wants to expand for all of its operating systems in

Arizona. The Company-proposed infrastructure improvement surcharge is

explained in the direct testimony of AAWC witness Christopher C. Buls

and is part of AAWC's appl ication for a permanent rate increase

("Application") for the Company's Anthem and Sun City Water Districts

and for the Company's Anthem/Agua Fria, Sun City and Sun City West

Wastewater Districts.7

8

9 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

10

11

12

13

14

Briefly summarize how your direct testimony is organized.

My direct testimony is organized into three sections. First, the introduction

I have just presented and second, the summary of my testimony that I am

about to give. Third, I will present RUCO's position on the Company

proposed infrastructure improvement surcharge.

15

16 Please summarize RUCO's recommendation on the Company-proposed

17

18

19

infrastructure improvement surcharge.

For the reasons that are explained below, RUCO is recommending that

the Commission reject the Company-proposed infrastructure improvement

20 surcharge.

21

22

23

A.

A.

Q.

Q.

2
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1 INFRASTRUCTURE IMPROVEMENT SURCHARGE

2

3

Have you reviewed the direct testimony of AAWC witness Christopher C.

Buls?

4

5

6

Yes. I have reviewed Mr. Buts testimony which addresses AAWC's

request for an infrastructure improvement charge for the Company's Sun

City Water District.

7

8

9 A.

10

11

12

13

14

15

Briefly explain AAWC's request.

According to Mr. Buls' testimony, AAWC is seeking Commission approval

of a surcharge mechanism that would recover the costs of certain plant

additions placed into service between permanent rate case proceedings.

Mr. Buls states that the selected plant additions would include

replacement mains, hydrants, meter, (including AMR replacements),

services, tanks, and booster stations. AAWC also seeks to include

infrastructure relocations as a selected addition that would be eligible for

16 cost recovery under the Company-proposed surcharge.

17

18

19

20

21

How would the Company-proposed recovery mechanism work?

Mr. Buls explains that the Company would analyze the qualifying assets

placed into service twice a year. The calculation of the actual surcharge

would be based on factors that are established in AAWC's most recent

22

23

rate case before the ACC. The Company would essentially calculate a

required level of revenue associated with the plant additions as it would in

A.

A.

Q.

Q.

Q.

3
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1

2

3

4

5

6

7

8

9

a general rate case proceeding in order to arrive at the surcharge amount.

The surcharge would then be revised as needed during general rate case

filings. The Company further proposes that Commission Staff be required

to review the Company's regular infrastructure surcharge requests within a

thirty-day period and that the Commission vote on it at the next open

meeting. Mr. Buls states that the ACC Staff review is only intended to be

a check on the mechanics of the infrastructure surcharge mechanism, and

not a full prudence review of the plant assets being placed into service.

The prudence of the plant improvements would be determined in a future

10 rate case proceeding.

11

12 What is RUCO's recommendation regarding the Company's infrastructure

13

14

improvement surcharge?

RUCO recommends that the Commission reject the Company-proposed

15 infrastructure improvement surcharge.

16

17 Why is RUCO recommending that the Commission reject the Company-

18

19

20

21

22

23

proposed infrastructure improvement surcharge?

RUCO has consistently opposed the use of cost recovery mechanisms

that do not allow for the type of thorough analysis that takes place in a

general rate case proceeding. Furthermore, AAWC is proposing that it be

permitted to earn a return on and a return of the costs of plant assets that

are financed through non-investor supplied funds. In other words, AAWC

A.

A.

Q.

Q.

4
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1

2

3

4

5

6

7

8

9

wants captive ratepayers to pay the Company a return on money that was

supplied not by investors, but by the ratepayers themselves. An onerous

arrangement that shifts the risk associated with the plant additions away

entirely from AAWC, which will not have any of its own invested capital in

the plant additions, and places the risk entirely on the backs of the

Company's ratepayers. Quite simply, what the Company is proposing

here is nothing more than a surcharge that is identical to the Arsenic Cost

Recovery Mechanism ("ACRM") which the Commission approved in the

past to allow Arizona water providers to recover the costs associated with

10

11

12

meeting more stringent arsenic level standards. The fact that water

providers had to comply with new federal regulations was an extraordinary

circumstance that required extraordinary ratemaking.

13

14

15

16

17

18

19

20

21

22

23

Why are the circumstances revolving around AAWC's infrastructure

improvement surcharge request different from the circumstances that led

to the Commission's approval of the ACRM?

First, AAWC is seeking immediate recovery of certain plant additions that

would normally be recovered in a general rater case proceeding. There is

nothing extraordinary about these types of plant additions. In fact, the use

of non-investor supplied capital to finance the types of plant additions

being proposed by AAWC would normally be treated as a contribution that

provides no return on or return of the funds that were not supplied by the

Company's investors.

A.

Q.

5
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1

2

3

Second, there is no federal or state requirement that requires the

Commission to allow for recovery of plant additions placed into service

between general rate case proceedings.

4

5

6

7

8

Why is RUCO opposed to the implementation of ACRM-like mechanisms

for the type of cost recovery that AAWC is seeking in this case?

There are several reasons why RUCO has consistently opposed the use

of ACRM-like mechanisms. Adjustor mechanisms are extraordinary rate

9

10

11

recovery devices that are permitted for certain narrow circumstances. The

ACRM is a type of adjustor mechanism that was specifically designed to

address a one-time event that impacted dozens of Arizona water

12 companies simultaneously.

13

14

15

16

17

What was the original intent for the ACRM?

The original ACRM was approved by the Commission to give water

providers in Arizona the ability to recover the costs associated with

meeting the U.S. Environmental Protection Agency's ("EPA") revised

18 drinking water arsenic standard of 10 parts per billion. The EPA's

19

20

21

22

23

requirement that water providers comply with the more stringent standard

was in effect an unfunded mandate from the federal government. Multiple

Arizona water providers had no choice but to either comply with the EPA's

rule or face the consequences of being in violation of it. This being the

case, representatives from the state's investor owned water companies,

A.

A.

Q.

Q.

6
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1

2

3

4

5

6

7

8

9

ACC Staff, and RUCO developed the present ACRM which allows water

utilities to comply with the new EPA standard through a surcharge that

was established within the context of a rate case proceeding where a

constitutional finding of a utility's fair value has been established. The key

point here is that the EPA's revised arsenic standard represented an

extraordinary circumstance that neither Arizona's government, which

includes the Commission, or the state's water companies, either investor

owned or municipal, had any control over, and that would be impacting a

number of water utilities simultaneously.

10

11 Are there any s imi lar  mandates in regard to  the infrastructure

12

13

14

15

16

improvements covered in AAWC's request?

No. There is no federal, or for that matter any other, mandates requiring

that AAWC be required to construct the types infrastructure improvements

covered in AAWC's request. Nor are there any other extraordinary

circumstances that would warrant the approval  of an AcRM-l ike

17 mechanism in this case. As I stated earlier, under normal ratemaking

18 procedures the funds collected from non-investors would be treated as a

19 contribution-in-aid-of-construction that the company would not earn a

20 return on or recover through rates. For these reasons and the reasons

21 stated above, RUCO believes that the Company's request should be

22 denied.

23

A.

Q.

7
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1 Does your silence on any of the issues, matters or findings addressed in

2 the testimony of any of the wi tnesses for AAW C consti tute your

3 acceptance of their positions on such issues, matters or findings?

4 No, it does not.

5

6 Does this conclude your testimony on AAWC?

7 Yes, it does.A.

A.

Q.

Q.

8
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

g

10

11

12

13

14

15

16

17

Please describe your qualifications in the field of utilities regulation and

your educational background .

I have been involved with utilities regulation in Arizona since 1994. During

that period of time l have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I have been

awarded the professional designation, Certified Rate of Return Analyst

("CRRA") by the Society of Utility and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

18 and the successful completion of a written examination. Appendix 1

19

20

further describes my educational background and also includes a list of

the rate cases and regulatory matters that I have been involved with.

21

22

23

A.

A.

Q.

Q.

1
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1

2

3

4

5

6

7

8

9

10

11

Q. What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of Arizona American Water Company's ("AAWC" or

"Company") application for a permanent rate increase ("Application") for

two of the Company's water districts and three of AAWC's wastewater

districts in the state of Arizona. AAWC has chosen the operating period

ended December 31, 2008 for the test year in this proceeding. AAWC has

also elected not to conduct a reconstruction cost new depreciated study

for the purpose of establishing a fair value rate base, and to use its

original cost rate base as its fair value rate base for the purpose of

establishing a fair value rate of return on the Company's invested capital.

12

13

14

15

16

Which water and wastewater districts are included in AAWC's Application?

AAWC is seeking permanent rate increases for the Anthem and Sun City

Water Districts. The Company is also seeking permanent rate increases

for its Anthem/Agua Fria, Sun City and Sun City West Wastewater

17 Districts.

18

19 Briefly describe Arizona-American.

20 Arizona-American operates eleven water and wastewater systems in

21 Arizona. The Company is a subsidiary of American Water Works

A.

A.

Q.

A.

Q.

2
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1 Company, Inc., a publicly traded entity on the New York Stock Exchange,

2 which is based in Voorhees, New Jersey.1

3

4 Is this your first case involving Arizona-American?

5 No. I have also testified, as a witness for RUCO, on cost of capital issues

6 in prior rate case proceedings for AAWC's Sun City and Sun City West

7 Wastewater Districts2. I also appeared as a witness in rate case

8 proceedings that involved the Company's Anthem/Agua Fria Water and

9 Wastewater Districtss as well as Arizona-American's Mohave4 andl

10 Paradise Valley Districts5. I also recommended, as a Senior Rate Analyst

11 on the ACC Staff, that the Commission reauthorize a revolving line of

12 credit for the Paradise Valley Water Districts. Most recently l testified in

13 AAWC's "Mega" case,7 which involved all of the Company's districts that

14 are not part of this filing. In addition to the rate increase and financing

According to the Value Line Investor Survey, American Water Works Company, Inc. is the
largest investor-owned water and wastewater utility in the U.S., providing services to over 15
million people in 32 states and Canada. Its non-regulated business assists municipalities and
military bases with the maintenance and upkeep as well. Regulated operations made up almost
90% of 2008 revenues. New Jersey is its biggest market accounting for nearly 20% of revenues.
American Water Works Company, Inc. has roughly 7,300 employees. RWE AG owns roughly
49% of common stock outstanding. Capital world Investors, 8%. Off. & Dir. own less than 1%.
President & CEO, Donald L. Correl.

1

2 Docket No. WS-01303A-06-0491

3 Docket No. WS-01303A-06-0403

4 Docket No. w-01303A-06-0014

5 Docket No. W-01303A-05-0405 et al.

6 Docket No. W-01335A-00-0327

7 Docket No. W-01303A-08-0227 et al.

A.

Q.

3
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1 proceedings cited above, I have also prepared testimony in cases that

2 involved a request for an arsenic cost recovery surcharge for AAWC's

3 Paradise Valley District. I further testified on AAWC's request for an

4 increase in hook-up fees to fund the construction of the Company's White

5 Tanks surface water treatment facility ("White Tanks Plant"), for the

6 Company's Agua Fria District.8

7

8

9

What issues will you address in your testimony?

I will address the cost of capital issues associated with the case. I have

10 also filed, under separate cover, direct testimony on RUCO's position on

11

12

AAWC's proposed infrastructure improvement surcharge for the

Company's Sun City District.

13

14

15

16

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

No. Mr. Ralph C. Smith of Larkin & Associates, PLLC, handled the

17

18

required revenue and rate base aspects of the case and Mr. Rodney L.

Moore of RUCO will file testimony on rate design.

19

20

21

Please explain your role in RUCO's analysis of AAWC's Application.

reviewed AAWC's Application and performed a cost of capital analysis toI

22 determine a fair rate of return on the Company's invested capital. In

8 Docket No. W-01303A-05-0718

A.

Q.

A.

Q.

A.

Q.

4
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1

2

3

addition to my recommended capital structure, my direct testimony will

present my recommended cost of common equity and my recommended

costs of long and short-term debt (the Company has no preferred stock).

4 The recommendations contained in this testimony are based on

5

6

7

information obtained from Company responses to data requests, the

Company's Application and from market-based research that I conducted

during my analysis.

8

g

10

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

11

12 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

13

14

15 I

16

17

18

19

20

21

22

23

Briefly summarize how your cost of capital testimony is organized.

My cost of capital testimony is organized into seven sections. First, the

introduction have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the Acc has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

A.

Q.

A.

Q.

5
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1

2

3

4

current economic climate that AAwc is operating in. Fourth, I will discuss

my recommended cost of debt. Fifth, I will compare my recommended

capital structure with the Company-proposed capital structure. Sixth, l will

explain my weighted cost of capital recommendation and seventh, l will

5 Schedules WAR-1

6

comment on AAWC's cost of capital testimony.

through WAR-9 will provide support for my cost of capital analysis.

7

8 Please summarize the recommendations and adjustments that you will

g

10

address in your testimony.

Based on the results of my analysis of AAWC, am making the followingI

11 recommendations:

12

13

14

15

16

Cost of Equity Capital - I am recommending a 9.50 percent cost of equity

capital. This 9.50 percent figure falls within the range of results that I

obtained in my cost of equity analysis, which employed both the DCF and

CAPM methodologies.

17

18

19

20

Cost of Long-Term Debt - I am recommending a 5.47 percent cost of

long-term debt. This is based on my review of the costs associated with

AAWC's various long-term notes and agreements.

21

A.

Q.

6
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1 Cost of Short-Term Debt I am recommending a 3.41 percent cost of

2 short-term debt. This is based on the cost associated with commercial

3 paper issued by AAWC.

4

5

6

7

8

Capital Structure - I am recommending that a blanket capital structure, for

each of the five districts included in the Company's filing, comprised of

approximately 13.29 percent short-term debt, 47.56 percent long-term

debt and 39.15 percent common equity, be adopted by the Commission.

9

10 Weighted Average Cost of Capital

11

Based on the resul ts of my

recommended blanket capital structure, cost of common equity, and debt

12 I

13

14

15

analyses, am recommending a 6.77 percent weighted average cost of

capital ("WACC") for AAWC. This figure represents the weighted cost of

my recommended cost of common equity and my recommended cost of

debt.

16

17

18

19

20

Why do you believe that your recommended 6.77 percent cost of capital is

an appropriate rate of return for AAWC to earn on its invested capital?

The 6.77 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

21 Water Works 8< Improvement Co. v. Public Service Commission of West

22

23

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

A.

Q.

7
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1

2

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

3 financial soundness, allows the utility to attract capital, and also allows the

4

5

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

6 investors would expect to receive from investments with similar risk.

7

8

9

10

11

12

The Hopedecision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and provide its shareholders with an adequate rate of return will not

continue to supply adequate public utility service to ratepayers.

13

14

15

16

17

Do theBluefieldand Hopedecisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

18 with the opportunity to earn a reasonable rate of return on its investment.

19

20

21

22

That is to say that a utility, such as AAWC, is provided with the opportunity

to earn an appropriate rate of return if the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

23

A.

Q.

8
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1 COST OF EQUITY CAPITAL

2

3

4

5

6

7

8

What is your recommended cost of equity capital for AAWC?

Based on the results of my DCF and CAPM analyses, which ranged from

5.24 percent to 9.75 percent, I am recommending a 9.50 percent cost of

equity capital for AAWC. My recommended 9.50 percent figure falls on

the high side of the aforementioned range of estimates that I obtained

from my DCF and CAPM analyses, which utilized a sample of publicly

traded water providers and a sample of publicly traded natural gas local

9 distribution companies ("LDC").

10

11 Discounted Cash Flow Method

12

13

14

15

16

17

18

19

Please explain the discounted cash flow ("DCF") method that you used to

estimate AAWC's cost of equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash20

21 flows back to their present value is often referred to as the investor's cost

22

23

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

A.

Q.

A.

Q.

9
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1 Another way of looking at the investor's cost of capital is to consider it from

2 the standpoint of a company that is offering its shares of stock to the

3 investing public. In order to raise capital, through the sale of common

4 stock, a company must provide a required rate of return on its stock that

5 will attract investors to commit funds to that particular investment. In this

6

7

8

9

10

11

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k
D1 +

PT
g

12

where: k = the required return (cost of equity, equity capitalization rate),
13

D1
PT

the dividend yield of a given share of stock calculated
14

by dividing the expected dividend by the current market
15

price of the given share of stock, and
16

g = the expected rate of future dividend growth
17

18

19

This formula is the basis for the standard growth valuation model that I

used to determine AAWC's cost of equity capital. It is similar to one of the

20 models used by the Company.

10



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-09-0343 & Docket No. SW-01303A-09-0343

1 In determining the rate of future dividend growth for AAWC, what

2 assumptions did you make?

3 There are two primary assumptions regarding dividend growth that must

4 be made when using the DCF method. First, dividends will grow by a

5 constant rate into perpetuity, and second, the dividend payout ratio will

6 remain at a constant rate. Both of these assumptions are predicated on

7

8

9

10

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of growth into infinity. Given these assumptions, if the

dividend payout ratio remains constant, so does the earnings retention

11 ratio (the percentage of earnings that are retained by the company as

12 opposed to being paid out in dividends). This being the case, a

13

14

15

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r.

16

17

18

Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

19

20

21

growth?

RUCO consultant Stephen Hill illustrated this relationship in a Citizens

Utilities Company 1993 rate case by using a hypothetical utility.9

22

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p. 25.

9

A.

A.

Q.

Q.

11
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1

2

3

4

5

6

7

8

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table I

Year 3

$10.82

10%

$1 .082

0.60

$0,649

Year 4

$11 .25

10%

$1 .125

0.60

$0.675

Year 5

$11.70

10%

$1.170

0.60

$0.702

Growth

4.00%

N/A

4.00%

N/A

4.00%

9 Table I of Mr. HilTs illustration presents data for a five-year period on his

10

11

12

13

14

hypothetical utility. In Year 1, the utility had a common equity or book

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

15 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

16 earnings are retained as opposed to being paid out to investors, book

17 value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I

18 presents the results of this continuing scenario over the remaining five-

19

20

21

22

year period .

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

23 rate, as discussed earlier, is a function of (1) the internally generated

24 funds or earnings that are retained by a company to become new equity,

12

an
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1 and (2) the return that an investor earns on that new equity. The DCF

2 dividend growth rate, expressed as g b x r. is also referred to as the

3 internal or sustainable growth rate.

4

5

6

If earnings and dividends both grow at the same rate as book value,

shouldn't that rate be the sole factor in determining the DCF growth rate?

7 No. Possible changes in the expected rate of return on either common

8 equity or the dividend payout ratio make earnings and dividend growth by

themselves unreliable. This can be seen in the continuation of Mr. Hill's9

10 illustration on a hypothetical utility.

11

12

13

14

15

16

17

18

19

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table ll

Year 3

$10.82

15%

$1 .623

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032

Year 5

$12158

15%

$1 .824

0.60

$1 .094

Growth

5.00%

10.67%

16.20%

N/A

16.20%

20

21

22

In the example displayed in Table II, a sustainable growth rate of four

percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

Year 4 and Year 5, however, the sustainable growth rate increases to six

[ ( Year 2 EarningslSh - Year 1 Earnings/Sh )
$1 .00 ] = [ $0.04 + $1 .00 ] = 4.00%

10 Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 )

A.

Q.

13
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1

2

3

4

percent." If the hypothetical utility in Mr. Hill's illustration were expected

to earn a fifteen-percent return on common equity on a continuing basis,

then a six percent long-term rate of growth would be reasonable.

the compound growth rates for earnings and dividends,However,

5 displayed in the last column, are 16.20 percent. If this rate were to be

6 used in the DCF model, the utility's return on common equity would be

7 expected to increase by fifty percent every five years, [(15 percent 10

8

9

10

11

12

13

percent) - 1]. This is clearly an unrealistic expectation.

Although it is not illustrated in Mr. Hill's hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it is not uncommon for a utility in

the real world to have a dividend payout ratio that exceeds one hundred

percent on occasion, it would be unrealistic to expect the practice to

14 continue over a sustained long-term period of time.

15

16

17

18

Other than the retention of internally generated funds, as illustrated in Mr.

HilTs hypothetical example, are there any other sources of new equity

capital that can influence an investor's growth expectations for a given

19 company?

20 Yes, a company can raise new equity capital externally. The best

21

22

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

11 [ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% =6.00%

Q.

A.

14
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1 case with utilities that are either in the process of acquiring smaller

2 systems or providing service to rapidly growing areas.

3

4 How does external equity financing influence the growth expectations held

5

6

7

8

9

10 base)

11

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators allow utilities the opportunity to earn a

reasonable rate of return on rate base, an investor would take into

12 consideration the effect that a change in book value would have on the

13

14

15

rate of return that he or she would expect the utility to earn. If an investor

believes that a utility's book value (i.e. the utility's earning base) will

increase, then he or she would expect the return on the utility's common

16

17

18

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

19

20

21

22

23

Please provide an example of how external financing affects a utility's

book value of equity.

As I explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If these new

A.

Q.

Q.

A.

t5
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1 shares are purchased at prices that are higher than those shares sold

2 previously, the utility's book value per share will increase in value. This

3 would increase both the earnings base of the utility and the earnings

4 expectations of investors. However, if new shares sold at a price below

5 the pre-sale book value per share, the after-sale book value per share

6 declines in value. If this downward trend continues over time, investors

7

8

9

10

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

value per share, there would be no impact on either the utility's earnings

11 base or investor expectations.

12

13

14

Please explain how the external component of the DCF growth rate is

determined.

15

16

17

In his book, The Cost of Capital to a Public utility,"2 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

18 The mathematical expression for Dr.

19

external financing components.

Gordon's growth rate is as follows:

20

21

22

12 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33.

A.

Q.

16
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1 (Br)+(Sv)

2 where:

g

DCF expected growth rate,

3

g

b the earnings retention ratio,

4 r the return on common equity,

5 S the fraction of new common stock sold that

6 accrues to a current shareholder, and

7 v funds raised from the sale of stock as a fraction

8

9 and v

10 where: BV

of existing equity.

1-i(Bv)+(Mp)1

book value per share of common stock, and

11 MP the market price per share of common stock.

12

13

14

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?15

16

17

18

Yes. The external growth rate estimate (sv) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate.

19

20

21

22

23

Q.

A.

17
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1 Please explain why your calculation of external growth on page 2 of

2 Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

3

4

5

6

7

8

9

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, l used [(M + B) + 1] + 2 as opposed to the

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

10

11 Has the Commission ever adopted a cost of capital estimate that included

12 this assumption?

13 Yes. In a prior Southwest Gas Corporation rate case13, the Commission

14

15 In that case, Mr. Hill

16

17

adopted the recommendations of ACC Staff's cost of capital witness,

Stephen Hill, who I noted earlier in my testimony.

used the same methods that I have used in arriving at the inputs for the

DCF model. His final recommendation for Southwest Gas Corporation

18

19 I

20

was largely based on the results of his DCF analysis, which incorporated

the same valid market-to-book ratio assumption that have used

consistently in the DCF model as a cost of capital witness for RUCO.

21

22

13 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

Q.

18
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1

2

3

4

5

Q. How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of four publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") which have similar operating characteristics to water providers.

6

7

8

9

10

11

12

13

14

15

16

17

Why did you use a proxy group methodology as opposed to a direct

analysis of AAWC?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with AAWC itself. Although shares of AAWC's holding company,

American Water Works Company, Inc., are traded on the New York Stock

Exchange (NYSE) under the ticker symbol AWK, there is no financial data

available on dividends paid on publicly held shares of AAWC or any of the

Company's water or wastewater districts. Consequently it was necessary

to create a proxy by analyzing publicly traded water companies and LDC's

with similar risk characteristics.

18

19

20 As I noted earlier,

21

Are there any other advantages to the use of a proxy?

Yes. the U.S. Supreme Court ruled in the Hope

decision that a ut i l i ty is ent i t led to earn a rate of return that is

commensurate with the returns on investments of other firms with22

23 comparable risk. The proxy technique that I have used derives that rate of

A.

A.

Q.

A.

Q.

19
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1 return. One other advantage to using a sample of companies is that it

2 reduces the possible impact that any undetected biases, anomalies, or

3 measurement errors may have on the DCF growth estimate.

4

5 Didn't you state earlier that AAWC is seeking rates for both its water and

6 wastewater operations in Arizona?

7 Yes, I did.

8

9

10

11

Why did you analyze only publicly traded water utilities and LDC's as

opposed to firms that provide wastewater service?

The use of water utilities and LDC's was necessitated by the fact that

12 there is a lack of financial and market information available on stand-alone

13

14

wastewater utilities. This in itself is not a problem, given the fact that both

water and wastewater utilities share similar risk characteristics. Both

15

16

types of utilities provide a basic service for which there are no substitutes

and are also subject to strict federal and state regulations.

17

18 What criteria did you use in selecting the companies that make up your

19

20

21
("

22

23

water company proxy for AAWC?

Three of the water companies used in the proxy are publicly traded on the

New York Stock Exchange NYSE"), and one of them, Southwest Water

Company is traded over the counter through the National Association of

Securities Dealers Automated Quotation System ("NASDAQ"). All four

A.

A.

Q.

Q.

A.

Q.

20
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1

2

3

4

5

6

water companies are followed by The Value Line Investment Survey

("Value Line") and are the same companies that comprise Value Line's

large capitalization Water Utility Industry segment of the U.S. economy

(Attachment A contains Value Line's January 22, 2010 update of the water

utility industry and evaluations of the four water companies used in my

proxy),

7

8

9

10

11

what companies comprise your water company proxy group?

My water company proxy group includes American States Water

Company (stock ticker symbol "AWR"), Aqua America, Inc. ("WTR"),

California Water Service Group ("CWT") and Southwest Water Company

12

13

("SWWC").

that AAWC faces.

Each of these water companies face the same types of risk

For the sake of brevity, I will refer to each of these

14 companies by their appropriate stock ticker symbols henceforth.

15

16

17

18

Is American Water Works Company, Inc. ("American Water"), the ultimate

parent of AAWC followed by Value Line?

Yes.

19

20 Why didn't you include American Water in your sample of water

21

22

23

companies?

American Water has only been publicly traded since 2006. Since I did not

have a full five years of history on American Water which to establish

A.

Q.

A.

Q.

A.

Q.

21
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1 benchmark growth figures, I decided not to include it in my sample. Value

2 Line is however making projections on American Water's return on book

3 value common equity which I will discuss later in my testimony.

4

5 Briefly describe the areas served by the companies in your water

6

7

8

9

company sample proxy.

In addition to providing water service to residents of Fountain Hills,

Arizona, through its wholly owned subsidiary Chaparral City Water

Company, AWR serves communities located in Los Angeles, Orange and

10 San Bernardino counties in California. CWT provides service to

11

12 Washington.

13

14

15

16

17

18

customers in seventy-five communities in California, New Mexico and

CWT's principal service areas are located in the San

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

and parts of Los Angeles. SWWC owns and manages regulated systems

in California, New Mexico, Oklahoma and Texas. WTR is a holding

company for a large number of water and wastewater utilities operating in

nine different states including Pennsylvania, Ohio, New Jersey, Illinois,

Maine, North Carolina, Texas, Florida and Kentucky.

19

20

21

22 In addition to these three

23

Are these the same water companies that AAWC used in its application?

AAWC's cost of equity witness, Dr. Bente Villadsen, used three of the four

water companies included in my proxy.

companies, Dr. Villadsen also uses four other water companies in her

A.

A.

Q.

Q.

22
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1 DCF and risk positioning (Le. CAPM) anaIyses,14 which are included in

2 Value Line's Small and Mid Cap Edition.

3

4 Which of the four water utilities in your sample did Dr. Villadsen exclude

5 from her sample?

6

7

8

Dr. Villadsen excluded SWWC from her sample. Her reasons for not

including SWWC were that it had recently cut its dividend and had not filed

a Form 10-K with the Securities and Exchange Commission ("SEC") as of

9 February of 2009.

10

11

12

Why have you decided to include SWWC in your sample?

I am not as concerned about the dividend cut that Dr. Villadsen noted in

13

14

her direct testimony and SWWC did file an SEC 10-K in July of 2009. In

fact the inclusion of SWWC in both my DCF and CAPM analyses actually

15 increased the results produced by those models.

16

17

18

19

20

21

Why did you exclude the water companies that are followed in Value

Line's Small and Mid Cap Edition?

Value Line does not provide the same type of forward-looking information

(i.e. long-term estimates on return on common equity and share growth)

on small and mid-cap companies that it provides on the four water

14 Connecticut Water Service, Inc., Middlesex Water Company, Pennichuck Corp. SJW Corp,
and York Water Co.

A.

A.

Q.

Q.

Q.

A.

23
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1 companies that I used in my proxy. Consequently, these water companies

2 are not as suitable as the ones that I have used in my analysis.

3

4

5

6

7

8

9

10

11

12

What criteria did you use in selecting the natural gas LDC's included in

your proxy for AAWC?

As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's are tracked in Value Line's natural gas (distribution) industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

13 proxy group that I used for my cost of common equity analysis.

14

15

16

17

18

19 Nicor,

20

21

22

What companies are included your natural gas proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("ATG"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

A.

A.

Q.

Q.

24
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1 same ten LDC's that I analyzed recently in the UNS Gas, Inc.

2 proceedirlg.15

3

4

5

6

7

8

9

10

Briefly describe the regions of the U.S. served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (i.e. NJI which serves portions of northern New

Jersey, SJl which serves southern New Jersey and WGL which serves the

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (i.e. ATG which serves Virginia, southern Tennessee and the

11 Atlanta, Georgia area and PNY which serves customers in North Carolina,

12

13

14

15

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas, GAS which provides service to northern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

16

17

Northwest (i.e. NWN which serves Washington state and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

18

19 Did the Company's witness also perform a similar analysis using natural

20

21

gas LDC's?

Yes, she did.

22

15 Docket No. G-04204A-06-0463

A.

Q.

Q.

A.
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1 Does Dr. Villadsen's sample of LDC's include all of the same companies

2

3

that you included in your sample?

Yes. Dr. Villadsen also included an eleventh LDC, NiSource, Inc., which I

4

5

have not included in my LDC sample in the past and saw no compelling

reason to include it in my sample in this case.

6

7

8

9

10

11

12

13

14

15

16

Please explain your DCF growth rate calculations for the sample

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of the water and gas utilities

included in my samples for the historical observation period 2004 to 2008.

Schedule WAR-5 also includes Value Line's projected 2009 and 2012-14

values for the retention ratio, equity return, book value per share growth

rate, and number of shares outstanding for both the water utilities and the

LDC's in my samples.

17

18

19

20

21

22

23

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, I will use American States Water Company,

(NYSE symbol AW R) as an example. The first dividend growth

component that I evaluated was the internal growth rate. l used the "b x r"

formula (described on page 9) to multiply AWR's earned return on

A.

A.

Q.

Q.

Q.

A.
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1

2

3 I

4

5

6

7

8

9

10

11

12

13

14

15 I

16

common equity by its earnings retention ratio for each year in the 2003 to

2007 observation period to derive the utility's annual internal growth rates.

used the mean average of this five-year period as a benchmark against

which I compared the projected growth rate trends provided by Value Line.

Because an investor is more likely to be influenced by recent growth

trends, as opposed to historical averages, the five-year mean noted earlier

was used only as a benchmark figure. As shown on Schedule WAR-5,

Page 1, AWR's average internal growth rate of 2.62% over the 2004 to

2008 time frame reflects an upward trend that began during the 2006

operating period. Prior to 2006, AWR's internal sustainable growth

increased from 1.01 % in 2004 to 2.70 percent in 2005. After falling to 2.56

percent in 2006, internal growth climbed to 3.05 percent at the end of the

observation period. Value Line is predicting that growth will increase from

4.31% in 2009, to 6.37% during the 2012-14 time frame. After weighing

Value Line's projections on earnings, believe that a 6.25% rate of growth

is reasonable for AWR.

17

18 Please continue with the external growth rate component portion of your

19

20

analysis.

Schedule WAR-5 demonstrates that the pattern of share's outstanding

21 increased from 16.75 million to 17.30 million from 2004 to 2008. Value

22

23

Line is predicting that this level will increase from 18.60 million in 2009 to

20.00 million by the end of 2014. Based on this data, I believe that a

Q.

A.
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1 5.00% growth in shares is not unreasonable for AWR. My final dividend

2 growth rate estimate for AWR is 8.19 percent (6.25 percent internal + 1.94

3 percent external) and is shown on Page 1 of Schedule WAR-4.

4

5

6

7

8

What is your average dividend growth rate estimate using the DCF model

for the sample water companies?

Based on the DCF model, my average dividend growth rate estimate for

water companies is 6.55 percent as displayed on page 1 of Schedule

9 WAR-4.

10

11

12

13

14

15

16

17

18

19

20

21

22

How does your average dividend growth rate estimates on water

companies compare to the growth rate data published by Value Line and

other analysts?

Schedule WAR-6 compares my sustainable growth estimates with the

five-year projections of both Zacks (Attachment C) and Value Line. In the

case of the water companies, my 6.55 percent estimate is 174 basis

points higher than the 4.81 percent projection of analysts at Value Line

(which is an average of EPS, DPS and BVPS), and 42 basis points higher

than the 6.13 percent consensus opinions published by Zacks Investment

Research, Inc. ("Zacks"). My 6.55 percent estimate is 532 basis points

higher than the 1.23 percent Value Line 5-year compound historical

average also displayed in Schedule WAR-6. This indicates that investors

23 are expecting increased performance from water utilities in the future. On

A.

Q.

Q.

A.
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1 balance, I would say my 6.55 percent estimate is a good representation of

2 the growth projections that are available to the investing public.

3

4

5

Did you use the same approach to determine an average dividend growth

rate for the proxy comprised of natural gas LDC's'?

6 Yes.

7

8

9

10

11

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

5.34 percent, which is also displayed on page 1 of Schedule WAR-4.

12

13

14

15

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data published by Value Line and other

analysts?

16

17

18

19

20

21

22

23

In regard to the natural gas LDC's, my 5.34 percent estimate is 78 basis

points lower than the 6.12 percent consensus projections published by

Zacks, and 76 basis points higher than Value Line's 4.58 percent

projected estimates. As can also be seen on Schedule WAR-6, while the

5.34 percent estimate that I have calculated is 43 basis points lower than

the 5.77 percent average of the 5-year historic Eps, DPS and BVPS

means of Value Line, it is within 2 basis points of the 5.36 percent five-

year compound historical average of Value Line data (on Eps, DPS and

A.

Q.

A.

Q.

Q.

A.
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1 BVPS). In fact, my 5.34 percent estimate is 9 basis points higher than the

2 combined Value Line and Zacks averages of 5.25 percent. As with water

3

4

5

6

7

8

companies, this indicates that investors are expecting increased

performance from natural gas distribution companies in the future. In the

case of the LDC's I would say that my 6.81 percent estimate, which is

higher than Zack's projections and higher than Value Line's forecasts, is a

fair representation of the growth projections presented by securities

analysts at this point in time.

9

10

11

12

13

14

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

appeared in Value Line's January 22, 2010 Ratings and Reports Water

Services Industry update and Value Line's December 11, 2009 Ratings

15 and Reports Natural Gas (Distribution) update. I then divided those

16

17

18

19

figures by the eight-week average price per share of the appropriate

utility's common stock. The eight-week average price is based on the

daily closing stock prices for each of the companies in my proxies for the

period December 7, 2009 to January 29, 2010.

20

21

22

23

A.

Q.
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1 Based on the results of your DCF analysis, what is your cost of equity

2 capital estimate for the water and natural gas utilities included in your

3 sample?

4 As shown in Schedule WAR-2, the cost of equity capital derived from my

5 DCF analysis is 9.75 percent for the water utilities and 9.55 percent for the

6 natural gas LDC's.

7

8 Capital Asset Pricing Model (CAPM) Method

9 Please explain the theory behind CAPM and why you decided to use it as

10 an equity capital valuation method in this proceeding.

11 CAPM is a mathematical tool that was developed during the early 1960's

12 by William F. Sharpe 6, the Tim ken Professor Emeritus of Finance at

13 Stanford University, who shared the 1990 Nobel Prize in Economics for

14 research that eventually resulted in the CAPM model. CAPM is used to

15 analyze the relationships between rates of return on various assets and

16 risk as measured by beta." In this regard, CAPM can help an investor to

17 determine how much risk is associated with a given investment so that he

18 or she can decide if that investment meets their individual preferences.

19 Finance theory has always held that as the risk associated with a given

16 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp. 277-93.

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

17

A.

A.

Q.

Q.
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1 investment increases, so should the expected rate of return on that

2 investment and vice versa. According to CAPM theory, risk can be

3 classified into two specific forms: nonsystematic or diversifiable risk, and

4 systematic or non-diversifiable risk. While nonsystematic risk can be

5 virtually eliminated through diversification (i.e. by including stocks of

6 various companies in various industries in a portfolio of securities),

7 systematic risk, on the other hand, cannot be eliminated by diversification.

8 Thus, systematic risk is the only risk of importance to investors. Simply

9 stated, the underlying theory behind CAPM states that the expected return

10 on a given investment is the sum of a risk-free rate of return plus a market

11 risk premium that is proportional to the systematic (non-diversifiable risk)

12 associated with that investment. In mathematical terms, the formula is as

13 follows:

14

15 k=rf+[f3(rm-rf)]

16 where: k the expected return of a given security,

17 ff risk-free rate of return,

18 B beta coefficient, a statistical measurementof a

19 security's systematic risk,

20 rm average market return (e.g. S&P 500), and

21 rm'rf market risk premium.

22
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1 What types of financial instruments are generally used as a proxy for the

2 risk-free rate of return in the CAPM model?

3

4

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

5

6

7

8

9

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As citizens and investors, we would like to believe that U.S. Treasury

securities (which are backed by the full faith and credit of the United

10

11

12

13

14

15

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components,18 a real rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

16

17

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

18 a higher inflationary expectation by itself represents a degree of risk to an

investor.19

20 standpoint.

Another way of looking at this is from an opportunity cost

When an investor locks up funds in long-term T-Bonds,

21 compensation must be provided for future investment opportunities

18 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

A.

Q.

Q.
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1 foregone. This is often described as maturity or interest rate risk and it

2 can affect an investor adversely if market rates increase before the

3 instrument matures (a rise in interest rates would decrease the value of

4 the debt instrument). As discussed earlier in the DCF portion of my

5 testimony, this compensation translates into higher rates of returns to the

6 investor.

7

8 What security did you use for a risk-free rate of return in your CAPM

9

10

11

12

13

analysis?

I used an eight-week average of the yields on a 5-year U.S. Treasury

instrument which were published in Value Line's Selection and Opinion

publication from December 12, 2009 through February 5, 2010.

(Attachment E). This resulted in a risk-free (rf) rate of return of 2.43

14 percent.

15

16

17

18

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

19

20

21

22

23

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to five years, the yield on a 5-year U.S. Treasury Instrument closely

A.

Q.

A.

Q.
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1 matches the investment period or, in the case of regulated utilities, the

2 period that new rates will be in effect.

3

4

5

6

7

8 I

9

10

11

12

13

How did you calculate the market risk premium used in your CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S&P 500 index from 1926 to 2008 as the proxy for the market rate of

return (rm). For the risk-free portion of the risk premium component (rf),

used corresponding geometric and arithmetic means of the yields of

intermediate-term government bonds for the same eighty-two year period.

The risk premium (rm - ff) that results by using a geometric mean is 4.20

percent (9.60% - 5.40% = 420° /Q). The risk premium that results by using

the arithmetic mean calculation is 6.10 percent (11 .70% - 5.60% = 6.10° /o).

14

15

16

17

18

19

How did you select the beta coefficients that were used in your CAPM

analysis?

The beta coefficients (8), for the individual utilities used in both my proxy

groups, were calculated by Value Line and were current as of January 22,

2010 for the water companies and December 11, 2009 for the natural gas

20 LDC's. Value Line calculates its betas by using a regression analysis

21

22

23

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

A.

Q.

A.

Q.
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1 for their long-term tendency to converge toward 1.00. The beta

2 coefficients for the service providers included in my water company

3 sample ranged from 0.65 to 1.10 with an average beta of 0.83. The beta

4 coefficients for the LDC's included in my natural gas sample ranged from

5 0.60 to 0.75 with an average beta of 0.67.

6

7

8

9

10

11

12

13

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 5.90 percent for the water companies and 5.24

percent for the natural gas LDC's. My calculation using an arithmetic

mean results in an average expected return of 7.46 percent for the water

companies and 6.52 percent for the natural gas LDC's.

14

15 Please summarize the results derived under each of the methodologies

16

17

18

presented in your testimony.

The following is a summary of the cost of equity capital derived under

each methodology used:

19

20

21

22

23

24

METHOD RESULTS

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas)

9.75%

9.55%

5.90% - 7.46%

5.24% - 6.52%

A.

Q.

A.

Q.
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1 Based on these results, my best estimate of an appropriate range for a

2 cost of common equity for AAWC is 5.24 percent to 9.75 percent. My final

3 recommended cost of common equity figure is 9.50 percent.

4

5 Q How did you arrive at your final recommended 9.50 percent cost of

6 common equity?

7 My recommended 9.50 percent cost of common equity falls on the high

8 end of the range of estimates produced by my DCF and CAPM results.

g My final estimate takes into consideration information on the improving

10 state of the economy, a rejuvenated stock market and reports in the

11 financial press which anticipate Federal Reserve actions to raise interest

12 rates.

13

14 Can you provide some examples of the reports that you noted above that

15 that influenced your common equity estimate of 9.50 percent?

16 Yes. Value Line analysts cited the improving economic situation in the

17 Economic and Stock Market Commentary section of its Selection &

18 Opinion publication dated November 27, 2009:

19
20
21
22
23
24
25
26
27
28
29
30

The long recession has faded into history, brought to an end
in the third quarter when the nation's gross domestic product
increased by a solid 3.5% [later revised to 2.8%]. That notable
rebound followed four straight quarters of contracting economic
activity. The recession was the worst in decades. The third
quarter's surge in activ ity, which was underpinned to some
degree by federal programs to assist the troubled auto and
housing industries, may not continue to the same degree in the
current period. In fact, we expect GDP growth to ease to a level
closer to 2.0%-2.5% during the fourth quarter. We think that the
evolving expansion will then remain on a similarly subdued path
for much of 2010. Thereafter, an increasing level of aggregate

A.

A.

Q.
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1
2
3
4
5
6

demand is l ikely to develop-with belated help from better
employment and housing trends-and push the economy onto a
materially faster track by 2011. The 3.0%, or better, pace of
economic growth that we see evolving by that time is likely to
then continue through the middle years of the coming decade.

7 Value Line's analysts had this to say about the current state of the stock

8 market:

g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Unlike the economy, which has proceeded on an irregular path
during the formative stages of its comeback, the stock market,
which lost more than half of its value from October, 2007 through
March, 2009, has come roaring back. At press time, the Dow
Jones Industrial Average was up about 60% from its bear market
lows of this past March. However, it was still some 25% below
the record highs set in late 2007. The market's revival, which
began as the worst fears on the credit and business fronts didn't
materialize, has been sustained with an assist from the Federal
Reserve, the government's stimulus efforts, and the
aforementioned revivals on the economic and profit fronts. Now,
with valuations having become a little stretched following eight
months of steady market increases, the bulls may have to deliver
even more good news to keep the rally going.

24 In regard to possible Federal Reserve action on interest rates, Wall Street

25 Journal correspondent Jon Hilsenrath recently reported19 that "FederaI

26 Reserve officials are thinking mostly these days about how to unwind the

27 unprecedented stimulus they've pumped into the economy" and that

28 eventually will mean raising interest rates. Mr. Hilsenrath quoted former

29 Fed governor Frederic Mish kin, a former Federal Reserve governor who

30 advocated moving rates down swiftly leading up to crises and who says

31 they might someday need to move up swiftly too, as saying "If you move in

32 a very gradual fashion back up when you need to, you'II get behind the

19 Hilsenrath, Jon, "WSJ Fed's Path to Higher Interest Rates Begins to Take Shape" The Wall
Street Journal, November 2, 2009
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1 curve in terms of tightening fast enough." Based on the information

2

3

4

obtained from these sources, I began increasing my cost of equity

recommendations to reflect both an improving economy, an improved

stock market and the increased possibility of higher interest rates in the

5 coming 12 month period.

6

7

8

9

10

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 12.25 percent cost of equity capital proposed by the Company is 275

basis points higher than the 9.50 percent cost of equity capital that amI

11 recommending.

12

13 Current Economic Environment

14

15

Please explain why it is necessary to consider the current economic

environment when performing a cost of equity capital analysis for a

16

17

regulated utility.

Consideration of the economic environment is necessary because trends

18

19

20

21

22

23

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

A.

Q.

A.

Q.
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1 Please discuss your analysis of the current economic environment.

2 My analysis includes a brief review of the economic events that have

3 occurred since 1990.

4

Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my

5 testimony.

6

7

In 1991, as measured by the most recently revised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

8 growth of negative 0.20 percent. This decline in GDP marked the

9

10

11

12

13

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("Federal Reserve" or "Fed"), then chaired by noted economist Alan

Greenspan, lowered its benchmark federal funds rate2°  in an effort to

further loosen monetary constraints - an action that resulted in lower

14 interest rates.

15

16

17

18

19

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

20 rate on loans to its member banks had fallen to 3.00 percent and short-

20 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

A.

Q.
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1 term interest rates had declined to levels that had not been seen since

2 1972.

3

4

5

6

7

8

9

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft landing." That is to say that the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

10 without incurring either a prolonged recession or runaway inflation.

11

12 Did the Federal Reserve achieve its goals during this period?

13 Yes. The Fed's strategy of decreasing interest rates to stimulate the

14

15

16

17

18

19

20

21

22

23

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respectively. Based on daily reports that were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be little doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

A.

Q.
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1 what former Chairman Greenspan described as "irrational exuberance,"

2 pushed stock prices and market indexes to all time highs from 1997 to

3 2000.

4

5 What has been the state of the economy since 2001?

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 19Q0's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December

2001. Prior to the 9/11 attacks, commentators, reporting in both the

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

hope of avoiding a recession.

22

A.

Q.
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1

2

3

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

4 have bottomed out during the last quarter of 2001 a lackluster economy

5

6

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25,

7 2003. The quarter point cut reduced the federal funds rate to 1.00

8

9

10

11

12

13

14

percent, the lowest level in forty-five years.

Even though some signs of economic strength, mainly attributed to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

During the latter part of 2003, the FoMc went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

15

16

17

two-day meeting that ended on January 28, 2004, the FOMC announced

"that with inflation 'quite low' and plenty of excess capacity in the

'can be patient in removing its policy

18

economy, policy-makers

accommodation..21

19

20

21

22

21 Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004.
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

4

5

6

7

8

9

10

11

12

since the beginning of 2001 ?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the final appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On that same day, Greenspan's successor, Ben

Bernanke, the former chairman of the President's Council of Economic

13

14

15

16

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor left off and increased the federal funds rate by 25 basis

17

18

19

20

21

points during each of the next three FOMC meetings for a total of

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of 5.25 percent. The Fed's rate increase

campaign finally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

22

23

A.

Q.
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1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3

4

5

As in the past, banks followed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

6

7

8

How did analysts view the Fed's actions between January 2001 and

August 2006?

9

10

11

12

13

14

15

16

17

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy." In other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures.23

18

19

20

22 McKinnon, John D, and Greg IP, "Fed Raises Rates by a Quarter Point,
Journal, September 22, 2004.

al The Wall Street

23 up, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006.

A.

Q.

A.

Q.
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1

2

3

Q. Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady?

Yes, however, as pointed out in an August 2006 article in The Wall Street

4 Journal by E.S. Browning, soft landings like the one that the Fed

5

6

7

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happen24. Since it began increasing

the federal funds rate in June 2004, the Fed had assured investors that it

8 would increase rates at a "measured" pace. Many analysts and

9

10

11

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders

12

13

14

15 and the Mexican peso crisis25.

16

17

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

According to Mr. Browning, at the time that

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

18

19

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold."

20

24 Browning, E.S, "Not Too Fast, Not Too Slow..
21, 2006.

ll
°l The Wall Street Journal Online Edition, August

25 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

A.
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1

2

3

4

5

6

7

8

9

10

Q. Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low;

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip.,,26

11

12

13

14

15

16

17

18

19

20

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the ninth straight time and left its target rate

be Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.

A.

A.

Q.
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1

2

3

4

5

6

7

8

9

unchanged at 5.25 percent.27 At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crisis rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.28 By Friday, August 17, 2007, after a turbulent

week on Wall Street, the Fed made the decision to lower its discount rate10

11

12

13

14

(i.e. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal the Fed had used all of its tools to15 29
l

16

17

18

restore normalcy to the financial markets. If the markets failed to settle

down, the Fed's only weapon left was to cut the Federal Funds rate

possibly before the next FOMC meeting scheduled on September 18,

19 2007.

20

27 Ip, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

pa Ip, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

29 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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1 Did the Fed cut rates as a result of the subprime mortgage borrowing

2 crises?

3

4

5

6

7

8

g

10

11

12

Yes. At its regularly scheduled meeting on September 18, 2007, the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's action was seen as an effort to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

13 29, 2008.

14

15 What actions has the Fed taken in regard to interest rates since the

16

17

18

19

20

21

beginning of 2008?

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members

A.

Q.

A.

Q.
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1 believed would moderate during the economic slowdowra).3°  As a result of

2 the Fed's actions, the federal funds rate was reduced to a level of 2.00

3

4

5

6

7

8

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions9

10

11

12

included former Treasury Secretary Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's31. Amidst this

13

14

15

16

turmoil, the Fed made the decision to cut the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the time of this

17

18

19

20

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. Over the

course of 2009, the FOMC elected not to make any changes in the federal

During this same period of time, the Federal Reservefunds rate.

30 Ip, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

31 Solo ran, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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1 purchased over $1 trillion in mortgage-backed securities and U.S.

2 Treasury instruments from banks in order to inject liquidity into the U.S.

3 financial system. In testimony offered to the House Financial Services

4 Committee on Wednesday, February 24, 2010, Chairman Bernanke stated

5

6

that the Fed would continue to keep rates low over the next several

months.32 The Fed chief further stated that the Federal Reserve is

7

8

actively looking at what tools to use once the economy will need higher

interest rates. Of particular concern at this point in time is how the fed will

g drain the excess reserves that banks have accumulated, as a result of the

10

11

aforementioned purchases of mortgage-backed securities and U.S.

Treasuries, in order to avoid unwanted inflation.

12

13 Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?14

15

16 D,

17

18

U.S. Treasury instruments are for the most part still at historically low

levels. As can be seen on the first page of Attachment the previously

mentioned federal discount rate (the rate charged to the Fed's member

banks), has fallen to 0.50 percent from 1.25 percent in 2008.

19

20

21

32 Di Leo, Luca and Tom Barkley, "Bernanke: Low Rates Still Needed" The Wall Street Journal,
February 24, 2010

Q.

A.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

Q. What has been the trend in other leading interest rates over the last year?

As of January 27, 2010, leading interest rates that include the 3-month, 6-

month and 1-year treasury yields have dropped from their 2009 levels.

Longer term yields including the 5-year, 10-year, 30-year constant

maturity and 30-year Zero rates, have increased from levels that existed a

year ago (Attachment D, Value Line Selection & Opinion page 3065). The

prime rate has remained constant at 3.25 percent over the past year, as

has the benchmark federal funds rate discussed above. A previous trend,

described by former Chairman Greenspan as a "conundrum"33, in which

long-term rates fell as short-term rates increased, thus creating a

somewhat inverted yield curve that existed as late as June 2007, is

completely reversed and a more traditional yield curve (one where yields

increase as maturity dates lengthen) presently exists (Attachment D). The

5-year Treasury yield, used in my CAPM analysis, has increased 70 basis

points from 1.69 percent, in January 2009, to 2.39 percent as of January

27, 2010. As noted above, the 30-Year Treasury constant maturity rate

increased from 3.42 percent over the past year to 4.56 percent. Still these

current yields are considerably lower than corresponding yields that

existed during the early nineties and at the beginning of the current

20 decade (as can be seen on Schedule WAR-8).

21

22

as Work, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

A.
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1 What is the current outlook for the economy?

2 Value Line's analysts are seeing mixed signs as the economy works it way

3 out of recession, and had this to say in the February 19, 2010 edition of

4 Value Line's Selection and Opinion publication:

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

The employment picture remains mixed, more than six months into
the business upturn. (Note: The National Bureau of  Economic
Research-which has the last word on the timing of an economic cycle
_.- has yet to rule on the recession's end, although with back-to-back
quarterly gains in the gross domestic product recently, such a ruling
should come shortly.) In any event, the expansion is proceeding without
help from rising job totals, as payrolls dropped by another 20,000 in
January after a 150,000 decline in December. We've now seen the loss
of 8.4 million jobs since December, 2007, when the recession officially
began. Two bits of good news were a dip in the jobless rate last month
to 9.7% and the larger-than-expected drop in first-time unemployment
claims in the week ended February 6th. This suggests we are at least
seeing some recovery in the labor market. It is just not the improvement
we should be experiencing by now.

20 Value Line's analysts went on to state

21
22
23
24
25
26
27
28
29

Other economic indicators are mixed as well. For example, we've
seen manufacturing perk up a bit, but nonmanufacturing is stuck in
neutral. Housing remains depressed, with foreclosures and
repossessions likely to rise in the months to come. An uncertain labor
market and credit worries wil l  keep a l id on home sales, further
pressuring prices. Finally, chain store sales rose in January, but a
consistent uptrend in retailing may not evolve until payrolls increase on a
sustained basis.

30 How are water utilities faring in the current economic environment?

31 Although, as always, there are concerns regarding long-term infrastructure

32 requirements, water utilities are being viewed as they normally are during

33 better economic times according to Value Line analyst Andre J. Costanza.

34 In the January 22, 2010 quarterly update on the water utility industry Mr.

35 Costanza stated the following:

36

A.

Q.

A.

Q.
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1
2
3
4
5
6
7
8
9

10
11
12
13
14

There has not been any major developments or changes to water utility
fundamentals of  late, suggesting that the weakness is largely a
byproduct of improving investor confidence and a brighter outlook for the
broader market. But that's not to say that there haven't been some
lingering issues at play too. Water infrastructures are aging and in many
cases require considerable maintenance and capital investment in order
to meet increasingly stringent requirements. The rising costs of doing
business are likely to offset most of the benefits stemming form more
favorable regulatory backing that has become apparent (see below),
limiting shareholder gains for both the near and long-term. It should be
noted that these stocks are typically bottom-dwellers in times of
prosperity and renewed conf idence, with their perceived safety
historically faring better in times of economic uncertainty.

15 How is Value Line viewing AAWC's parent, American Water?

16 While many of the issues noted above by Mr. Costanza on the industry as

17 a whole impact American Water, he is clearly impressed with its dividend

18 yield as evidenced by his following evaluation:

19
20
21
22
23
24

That said, the stock's dividend yield cannot be ignored. It s well
above average and worthwhile even when compared to others in the
utility sector. We suspect that increases will remain a priority, regardless
of the infrastructure requirements. Thus, the issue may well interest the
risk-tolerant seeking total return with a bias for a steady dose of income.

25 How does American Water's projected dividend yield compare with the

26 average projected dividend yield of your water company sample?

27 Based on closing stock prices over the eight-week period between

28 December 7, 2009 and January 29, 2010, American Water's projected

29 dividend yield is 3.79 percent as opposed to the average projected

30 dividend yield of 3.20 percent for my sample water companies.

31

32

33

34

A.

Q.

A.

Q.
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1 Q. How does your recommended 9.50 percent cost of equity capital compare

2 with Value Lines projected returns on American Water's book common

3

4

5

6

7

equity?

As can be seen in Attachment E, my 9.50 percent recommended cost of

equity capital is 350 to 450 basis points higher than Value Lines projected

5.00 percent, 6.00 percent and 6.00 percent returns on book common

equity over the 2009, 2010 and 2012-14 time frames.

8

9

10

11

After weighing the economic information that you've just discussed, do you

believe that the 9.50 percent cost of equity capital that you have estimated

is reasonable for AAWC?

12 I

13

14

15

16

17

18

believe that my recommended 9.50 percent cost of equity will provide

AAWC with a reasonable rate of return on the Company's invested capital

when economic data on interest rates (that are low by historical

standards), the current situation in new housing construction, and the

Fed's ability to keep inflation in check are all taken into consideration. As I

noted earlier, the Hope decision determined that a utility is entitled to earn

a rate of return that is commensurate with the returns it would make on

19

20

21

other investments with comparable risk. I believe that my cost of equity

analysis, which is on the high side of the range of results I obtained from

both the DCF and CAPM models, has produced such a return.

22

23

A.

A.

Q.
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1 COST OF DEBT

2 Have you reviewed the costs associated on AAWC's various debt

3 i ssuances?

4 Yes. Based on the information contained on Schedule D of AAWC's

5

6

Application, I am recommending a cost of short-term debt of 3.41 percent

and a cost of long-term debt of 5.47 percent.

7

8

9

Does the Company-proposed capital structure contain short-term debt?

No. It does not.

10 Has the Commission included short-term debt in the capital structures that

11

12

it adopted for AAWC in prior cases?

Yes. The Commission adopted capital structures containing short-term

13 debt in AAWC's last two rate case proceedings.

14

15 CAPITAL STRUCTURE

16

17

18

19

What capital structure is AAWC proposing in this case?

For each of the five districts included in the Company's filing AAWC is

recommending a blanket capital structure comprised of 54.85 percent

long-term debt and 45.15 percent common equity.

20

21

22 I

23

What capital structure are you proposing for AAWC?

For each of the five districts included in the Company's fil ing am

recommending a blanket capital structure comprised of 13.29 percent

A.

A.

A.

Q.

Q.

Q.

A.

Q.

A.

Q.
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1 short-term debt, 47.56 percent long-term debt and 39.15 percent common

2 equity.

3

4

5

Is AAWC's capital structure in line with industry averages?

No. AAWC's capital structure is heavier in debt than the capital structures

6

7

8

of the other water companies included in my cost of capital analysis

(Schedule WAR-9). The capital structures for those utilities averaged 48.6

percent for debt and 51 .4 percent for equity.

9

10 In terms of risk, how does AAWC's capital structure compare to the water

11

12

13

14

15

16

17

18

19

20

21

utilities in your sample?

The water uti l i ties in my sample would be considered as having a

somewhat lower level of financial risk (i.e. the risk associated with debt

repayment) because of their lower levels of debt. The additional financial

risk due to debt leverage is embedded in the cost of equities derived for

those companies through the DCF analysis. Thus, the cost of equity

derived in my DCF analysis is applicable to companies that are not as

leveraged and, theoretically speaking, not as risky as a utility with a level

of debt similar to AAWC's. In the case of a publicly traded company, such

as those included in my proxy, a company with AAWC's level of debt

would be perceived as having a somewhat higher level of financial risk.

22

A.

A.

Q.

Q.
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1

2

3

4

5

6

7

8

Q. Have you made an adjustment to your DCF estimate based on this

perception of higher financial risk?

I have not made a specific upward adjustment for my recommended cost

of common equity for AAWC, however, my recommended 9.50 percent

cost of equity is 50 basis points higher than the 9.00 percent that I have

been recommending in the last four water and wastewater rate cases that

I have testified in. Those water and wastewater companies all had capital

structures that were heavier in equity than the capital structure I am

9 recommending for AAWC in this case.

10

11 Why have you decided not to make an upward adjustment to AAWC's cost

12

13

14

15

of common equity?

In prior AAWC cases I have made such an adjustment and in some cases

I have even done so in conjunction with a hypothetical capital structure. In

this case I have decided not to make such an adjustment because I

16

17

18

19

20

21

believe that the Company should start making a concerted effort to

increase its level of common equity in order to achieve a more balanced

capital structure. I should point out that ACC staff has taken such a

position in other cases before the Commission and have placed utilities on

notice that the use of hypothetical capital structures to improve their

operating incomes may not be a given in future rate cases.

22

23

A.

A.

Q.
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1 WEIGHTED COST OF CAPITAL

2

3

4

5

6

7

8

9

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 8.53 percent.

This composite figure is the result of a weighted average of AAWC's

proposed 5.47 percent cost of debt and 12.25 percent cost of equity

capital. The Company-proposed 8.53 percent weighted cost of capital is

176 basis points higher than the 6.77 percent weighted cost that I am

recommending.

10

11 COMMENTS ON AAWC'S COST OF EQUITY CAPITAL

12 TESTIMONY

13

14

15

16

17

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

As I noted earlier in my testimony, the 12.25 percent cost of equity capital

proposed by the Company is 275 basis points higher than the 9.50

percent cost of equity capital that I am recommending.

18

19

20

21

22

23

Who estimated the Company-proposed cost of equity capital?

As I also noted earlier, Dr. Bents Villadsen, a principal of the Brattle

Group, a consulting firm located in Cambridge, Massachusetts, estimated

the Company-proposed cost of equity capital. Dr. Villadsen estimated a

cost of common equity to be within a range of 11.75 percent to 13.00

A.

A.

Q.

Q.

A.

Q.
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1

2

3

percent. Her final recommendation is 12.25 percent. In arriving at her

recommended cost of equity, Dr. Villadsen employs an after tax weighted

average cost of capital ("ATWACC") methodology which was advocated

4 by Dr. A. Lawrence Kolbe, also of the Brattle Group, in a prior AAWC

5 proceeding that involved the Company's Paradise Valley Water District.

6

7

8

9

10

Did the Commission adopt Dr. Kolbe's ATWACC methodology in the

Company's Paradise Valley Water District proceeding?

No. Dr. Kolbe's ATWACC methodology for estimating the cost of equity

capital for the AAWC rate case was rejected by the Commission.34

11

12

13

14

15

16

17

18

19

Has the Commission adopted the results of the ATWACC methodology in

any other AAWC cases that have been before the Commission?

No the Commission has never adopted the recommendations of any of the

Brattle Group's consultants who have advocated Dr. Kolb's ATWACC

methodology despite the fact that it has been advanced in all but one

AAWC rate proceeding since the aforementioned Paradise Valley case.

This includes AAWC's most recent rate case proceeding which included

all of the Company's districts not included in this case.

20

21

22

34 Decision No. 71410, Dated December 8, 2009

A.

A.

Q.

Q.
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1 Does your silence on any of the issues, matters or findings addressed in

2 the testimony of Dr. Villadsen or any other witness for AAWC constitute

3 your acceptance of their positions on such issues, matters or findings?

4 No, it does not.

5

6 Does this conclude your direct testimony on the cost of capital issues in

7 AAWCs filing?

8 Yes, it does.A.

A.

Q.

Q.
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Appendix 1

Qualifications of William A. Rigsby. CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C, Annual Regulatory Studies Program, 1997 8.1999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst v
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor II and III
Accounting 81 Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I l Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 -. October 1994
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

utility Company Docket No. Type of Proceedinq

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Com party U-1676-96-161 Rate Increase

Pineview Land 8<
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Com party - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas Utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company sw-02199A-98-0578 Rate Increase

2



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.I

Utility Company Docket No. Type of Proceeding

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Mara fa Water Service, Inc. w-01493A-99-0398

Tonto Hills Utility Company W-02483A-99-0558

Financing

WIFA Financing

WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

w-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327

Reorganization

FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227

T-03777A-00-0575

W-02074A-00-0482

Financing

Financing

WIFA Financing

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461 WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Com party

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165

Picacho Water Com party W-03528A-01-0169

W-03861A-01-0167

Financing

Financing

Financing

W-02025A-01 -0559 Rate Increase

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0619 Rate Increase

3



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceeding

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

w-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water 8= Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

Arizona-American Water Com party W-01303A-05-0405 ACRM Filing

Arizona-American Water Company W-01303A-06-0014 Rate Increase

G-04204A-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company WS-01303A-06-0491 Rate Increase

E-04204A-06-0783 Rate IncreaseUNS Electric, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

W-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona Public Service Company E-01345A-08-0172 Rate Increase

Johnson Utilities, LLC WS-02987A-08-0180 Rate Increase

Arizona-American Water Company W-01303A-08-0227 et al. Rate Increase

4



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

G-04204A-08-0-71 Rate Increase

W-01445A-08-0440

WS-03478A-08-0608

Rate Increase

Interim Rate Increase

UNS Gas, Inc.

Arizona Water Company

Far West Water 8¢ Sewer Company

Black Mountain Sewer Corporation SW-02361A-08-0609 Rate Increase

Rate Increase

Rate Increase

SW-02445A-09-0077 et al.

SW-01428A-09-0104 et al.

E-04204A-09-0206

WS-02676A-08-09-02_7

Rate Increase

Global Utilities

Litchfield Park Service Company

UNS Electric, Inc.

Rio Rico Utilities, Inc. Rate Increase

5
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INDUSTRY TIMELINESS: 74 (of 98)

Composite Statistics: Water Utiiity Industry

2005 2006 2007 2008 2009 2010 12-14
1256.9

148.2

3454.1

d5.8

3702.5

d183.0

3913.8

352.7

4150

405

4455

470

Revenues ($mlll)

Net Pram (Still)

5425

625

40.5%

1.1%

NMF

NMF

NMF

NMF

37.0%

6.5%

38.0%

8.0%

3a.o%

10.0%

Income Tax Rate

AFUDC % to Net Profit

39.0%

15.0%

50.4%

49.5%

54.0%

45.9%

51.0%

49.0%

52.6%

47.4%

55.0%

45.0%

53.0%

47.0%

Long-Term Deb! Ratio

Common Equity Ratio

50.0%

50.0%

3053.8

4200.7

6.3%

12113.9

133083

1.6%

12985.Q

143152

.2%

12629.1

15356.1

4.3%

13365

16115

5.0%

13800

16950

5.5%

Total Capital ($mill)

Net Plant ($mill)

Return on Total Cap'l

15725

19050

6.0%

9.8%

9.8%

NMF

NMF

NMF

NMF

5.9%

5.9%

6.5%

6.5%

7.5%

7.5%

Return on Shr. Equity

Recur on Com Equity

8.0%

8.0%

3.7%

62%

NMF

NMF

NMF

NMF

2.9%

51%

3.0%

63%

3.5%

60%

Retained to Com Eq
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4.0%

55%
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future.

The Water Utility Industry has not been the best
place to reside in recent months. Indeed, the
stocks in the group have shown little, if any, share-
price appreciation since our October review. Some
have even experienced deterioration, as the mar-
ket continued to reveal signs of awaking from its
earlier slumber and investor sentiment swung to
more aggressive areas in an attempt to be at the
forefront of a potential economic revival.

There has not been any major developments or
changes to water utility fundamentals of late,
suggesting that the weakness is largely a byprod-
uct of improving investor confidence and a
brighter outlook for the broader market. But
that's not to say that there haven't been some
lingering issues at play too. Water infrastructures
are aging and in many cases require considerable
maintenance and capital investment in order to
meet increasingly stringent requirements. The ris-
ing costs of doing business are likely to offset most
of the benefits stemming font more favorable
regulatory backing that has become apparent (see
below), limiting shareholder gains for both the
near and long-term. It should be noted that these
stocks are typically bottom-dwellers in times of
prosperity and renewed confidence, with their
perceived safety historically faring better in times
of economic uncertainty.

Pressures to Keep Up
But not everything is as bright as the improving

regulatory environment. In order to meet the demands
of the public, providers employ millions of feet of pipes
and a plethora of wells to say the least. Many of these
systems were built decades ago and over the course of
time have begun to decay and require significant main-
tenance or even complete overhauls. This coupled with
the growing threat of bioterrorism will likely continue
driving maintenance and infrastructure costs through
the roof and forcing most in this space to seek help on the
financing front because of inadequate cash levels. Mean-
while, many smaller operations, unable to survive, are
closing up shop, presenting opportunities for the larger
players with the flexibility to increase their customer
base at relatively lower start~up costs. Aqua America is
a prime example and thus sports some of the best
long-term growth prospects. M&A activity is likely to
remain hot, as the costs of doing business are expected to
climb into the hundreds of millions by the next decade.

Conclusion
At this juncture, this industry does not cater to the

investment demands of most. Just about every stock in
the group lacks appreciation potential, whether it be for
the coming six to 12 months or the 3- to 5-year pull. The
aforementioned Aqua America, along with SouthWest
Water Company and American Water Works, top our list
for growth potential, but each pales in comparison to the
alternatives offered outside the industry. Although the
steady stream of income of some in this group may well
intrigue investors seeking total return, the risk profiles
of each of these stocks are higher than one might think
because of a dependency on M&A's, finance concerns,
and a lack of track record. Meanwhile, those with a more
conservative bent and an affinity for income can do
better by looking elsewhere, specifically the Electric
Utility segment. As always, we advise potential invest
tors to thumb through reports of each individual stock
before making a commitment.

Undeniable Demand
It's a fact of life, water is one of the biggest necessities

to human survival. And, although more than two thirds
of the world is made up of the liquid, providers are
needed to help safely and effectively deliver water to
hundreds of millions of Americans everyday.

Given the dependency on water, each state has a
regulatory body in place in order to oversee water
utilities and maintain a balance of power between them
and customers. However, many of these authorities,
responsible for reviewing and ruling on general rate
requests made by utilities to help recover costs, long
sided with the public, creating a lop-sided and difficult
backdrop for providers. That said, more recently most
have had a change of heart and have been handing down
more business friendly rulings on general rates in far
more timely fashion. The recent implementation of ac-
counting mechanisms originally outlined in the Water
Action Plan speaks volumes to such and should only help
to drive more predictable and improved results in the

Andre I Costanza
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1.57

1.11
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10.4a
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.95
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1.03

.81

11,37

1.75
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2.40

11.01

2.58

11.24

3.11

11.48

4.30

11.82

3.03

12.74

3.18

13.22

2.68

14.05

3.76

13.97

5 0 3

15.01

11.71 11.77 11.71 13.33 13.44 13.44 13.44 15.12 15.12 15.18 15.21 16.75

13.4

.79

5.3%

12.8

.84

6.6%

11.6

.78

6.7%

12.6

.79

5.8%

14.5

.B4

5.5%

15.5

,81

5.0%

17.1

.97

4.2%

15.9

1.03

4.2%

18.7

.86

3.9%

18.3

1.00

3.6%

31.9

1.82

3.5%

23.2

1.23

3.6%

2005
14.06

2.64

1.32

.90

4.24

15.72

16.80

21.9

1.17

3.1%

236.2

22.5

47.0%

50.4%

49.6%

532.5

713.2

5.4%

8.5%

8.5%

2006
15.76

2.89

1.33

.91

3.91

16.64

17.05

27.7

1.50

2.5%

288.6

23.1

40.5%

12.2%

48.6%

51.4%

551.6

750.6

6.0%

8.1 %

8.1%

2001
17.49

3.31

1.62

.96

2.89

17.53

17.23

24.0

1.27

2.5%

301.4

28.0

42.6%

8.5%

46.9%

534%

569.4

776.4

6.7%

9.3%

g.3fy

2008
18.42

3.37

1.55

1.00

4.45

17.95

17.30

22.6

1.37

2.9%

318.7

26.8

37.8%

6.9%

46.2%

53.8%

577.0

825.3

6.4%

8.6%

8.6%

2009
19.60

3.65

1.85

1.01

4.05

19.60

18.60

18.54

1.22

2.9%

365

35.0

38.5%

5.0%

46.0%

54.0%

675

870

7.0%

9.5%

9.5%

2010 © VALUE LINE PUB., INC

20.55

3.90

2.00

1.05

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd Decl'd per sh Bl

21.75

4.60

2.60

1.22

4.25 .
20.00

Cap'I Spending per sh
Book Value per sh

5.00
22.00

19.00 Common Shs 0utst'g c 20.00
Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

19.0

1.25

2.4%

390
39.0

Revenues ($rniII)
Net Proflt($mill)

450

52.0

38.5%

5.0%

Income Tax Rate
AFUDC% to Net Profit

40.0%
5.0%

44.5%

55.5%

Long-Term Debt Ratio

Common Equity Ratio

46.5%

53.5%

705
920

Total Capital ($mill)
Net Plant ($mill)

825

1025

7.5%

10.5%

10.5%

Recur on Total Cap'l

Return on Shr. Equity

Recur on Com Equity

8.5%

12.0%

12.0%

CAPITAL STRUCTURE as of 9/30/09
Total Debt $327.5 mm. Due in 5 Yrs $25.0 mm.
LT Debt$306.3 mill. LT Interest$23.5 mill.
(LT interest earned: 3.8x: total interest
coverage: 3.5x) (46% of Cap'l)

Leases, Uncapitalizedz Annual rentals $2.9 mill.

Pension Assets-12IOB$54.2 mill.
Oblig. $94.5 mill.

Pfd Stock None.

Common Stock 18,512,032 she.
as of 11/3/09
MARKET CAP: $650 million (Small Cap)

2008 9/30/092007

1.7
61 .4
63.1
29.1
37.8
27.4
94.3

314% 7.3
83.3
90.6
36.6
75.3
25.5

137.4
293%

7.4
92.3
99.7
37.4
21.2
40.4
99.0

352%

CURRENT POSITION
($mlLL.)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 Yrs.

4.5%
5.5%
3.5%
1.5%
4.5%

Past Est'd '06-'08
yrs. to '12-'14
5.0% 4.0%
6.0% 6.5%
5.5% 9.5%
2.0% 4.5%
5.0% 4.0%

Cal-
endar

QUARTERLY REVENUES (s mill.)

Mar.31 J un . 3 0  S e p . 3 0  D e c . 3 1
Full
Year

2005
2007
2008
2009
2010

64.3
12.3
88.9
79.6
85.0

63.0
79.3
80.3
93.6
100

66.3
14.0
84.2
90.0
97.0

75.0
75.8
85.3

101.8
108

268.6

301.4

318.7

365

390

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2006

2007

200a

2009

2010

.35

.40

.30

.28

.30

.30

.35

.43

.4 1

.47

.32

.44

.26

.52

.58

.36

.42

.53

.64

.65

1.33
1.62
1.55
1.85
2.00

Cal-
endar

QUARTERLY DIWDENDS PAID Bu

Mar.31 Jun.30 SeD.30 Dec.31
Full
Year

2005
2007
2008
2009
2010
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.250

.250

.225

.235

.250

.250

.235

.250

.250

.280

.225
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.250

.250

.91

.96

1.00

1.01

173.4
16.1

1a4.0

18.0

197.5

20.4

209.2

20.3

212.7

11.9

228.0

16.5

46.0% 45.7% 43.0% 38.9% 43.5% 37.4%

51.0%

48.4%

47.5%

51.9%

54.9%

44.7%

52.0%

48.0%

52.0%

48.0%

47.7%

52.3%

328.2

449.8

371.1

509.1

447.6

539.8

444.4

563.3

442.3

602.3

480.4

664.2

6.6%

10.0%

10.1%

6.4%

9.2%

9.3%

6.1%

10.1%

10.1%

6.5%

9.5%

9.5%

4.6%

5.6%

5.6%

5.2%

6.6%

6.6%

2.9%
72%

3.0%

68%

3.6%

65%

3.3%

65%

NMF

113%

1.0%

84%

2.8%

67%

2.7%

67%

3.9%

58%

3.1%

64%

4.5%

54%

5.0%

53%

Retained to Com Eq

All Div'ds to Net Prof

6.5%

47%

ere in the city of Big Bear Lake and in areas of San Bernardino
County. Acquired Chaparral City Water of Arizona (10100). Has
roughly 675 employees. Officers 8 directors own 2.5% of common
stock (4109 Proxy). Chairman: Lloyd Ross. President & CEO: Floyd
Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard, San Dimas, CA
91773. Tele.: 909-394~3600. Internet: www.aswater.com.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden Stale Water
Company, it supplies water to more than 250,000 customers in 75
communities in 10 counties. Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The com-
pany also provides electric utility services to nearly 23,250 custom-

A m e r i c a n  S t a t e s  W a t e r  p o s t e d  i m -
p r e s s i v e t h i r d - q u a r t e r  g r o w t h . I n d e e d ,
t h e  w a t e r  u t i l i t y  r e p o r t e d  e a r n i n g s  o f
$ 0 . 5 2  a  s h a r e ,  a s  r e v e n u e s  a d v a n c e d  1 7 %,
t o  a  r e c o r d  $ 1 0 1  m i l l i o n .
E x p e c t a t i o n s  s h o u l d  b e  t e m p e r e d  a
b i t ,  h o w e v e r . L a s t  y e a r ' s  t h i r d - q u a r t e r
f i g u r e s w e r e r e l a t i v e l y w e a k . T h e
D e c e m b e r - p e r i o d  c o m p a r i s o n s  a r e  f a r  m o r e
f o r m i d a b l e .  P l u s ,  a l t h o u g h  t h e  t o p  l i n e  i s
l i k e l y  t o  c o n t i n u e  b e i n g  t h e  b e n e f i c i a r y  o f
f a v o r a b l e  g e n e r a l  r a t e  c a s e  r u l i n g s  f r o m
t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  C o m m i s -
s i o n ,  o p e r a t i n g  e x p e n s e s  l o o k  t o  b e  o n  t h e
r i s e ,  a s  e v i d e n c e d  b y  t h e  m o s t  r e c e n t
d o u b l e - d i g i t  i n c r e a s e .  A l r e a d y  d e c a y i n g  i n -
f r a s t r u c t u r e s  a r e  o n l y  g r o w i n g  o l d e r  a n d
r e q u i r i n g  m o r e  i n v e s t m e n t .  M u c h  i n  t h a t
v e i n ,  w e  a n t i c i p a t e  t h a t  t h e  c o m p a n y  h a d
t r o u b l e  m e e t i n g  l a s t  y e a r ' s  s h a r e - n e t  t o t a l
i n  t h e  f o u r t h  q u a r t e r ,  d e s p i t e  a  h e a l t h y
h i g h  s i n g l e - d i g i t  t o p - l i n e  a d v a n c e .  F o r
m a n y  o f  t h e  s a m e  r e a s o n s ,  b o t t o m - l i n e
g r o w t h  f o r  f u l l - y e a r  2 0 1 0 ,  t h o u g h  h e a l t h y
w i l l  l i k e l y  p a l e  i n  c o m p a r i s o n  t o  t h e  l e v e l s
w i t n e s s e d  i n  2 0 0 9 .
T h e  c o m p a n y ' s  b a l a n c e  s h e e t  i s  n o t
e x a c t l y  s e d u c t i v e . I n  o r d e r  t o  m e e t  t h e

g r o w i n g  i n f r a s t r u c t u r e  r e q u i r e m e n t s  m e n -
t i o n e d  a b o v e ,  t h e  c a s h - s t r a p p e d  e n t i t y  w i l l
h a v e  t o  c o n t i n u e  t o  s e e k  o u t s i d e  f i n a n c i n g ,
w i t h  d e b t  a n d  s h a r e  o f f e r i n g s  l i k e l y  b e e
o p i n g  c o m m o n p l a c e .  T h e  h i g h e r  i n t e r e s t
r a t e  a n d  s h a r e  c o u n t  a s s o c i a t e d  w i t h  t h e s e
t r a n s a c t i o n s  w i l l  l i m i t  t h e  b e n e f i t s  o f  t h e
e x p a n s i o n  o f  t h e  n o n r e g u l a t e d  b u s i n e s s .
T h e s e  s h a r e s  a r e  n o t  t o o  i n t r i g u i n g  a t
t h i s  j u n c t u r e . S h a r e - p r i c e  m o m e n t u m
h a s  t a p e r e d  o f f  i n  t h e  m o n t h s  f o l l o w i n g
o u r  O c t o b e r  r e v i e w  a n d  i s  l i k e l y  t o  r e m a i n
r e l a t i v e l y  s t a g n a n t  o v e r  t h e  c o m i n g  s i x  t o
1 2  m o n t h s  a s  t h e  e m e r g e n c e  f r o m  t h e
r e c e s s i o n  c o n t i n u e s  t o  g a i n  s t e a m  a n d  i n -
v e s t o r s  r e g a i n  c o n f i d e n c e  a n d  t a k e  a  m o r e
a g g r e s s i v e  s t a n c e .  T h e  l o n g e r - t e r m  p i c t u r e
i s  n o t  m u c h  b e t t e r ,  w i t h  b u r g e o n i n g
f i n a n c i n g  c o s t s  c u r b i n g  3 -  t o  5 - y e a r  s h a r e -
h o l d e r  g a i n s .  A l t h o u g h  r i s k - a v e r s e  i n v e s -
t o r s  m a y  b e  i n t r o  r e d  b y  t h e  i s s u e ' s  i n -
c o m e  c o m p o n e n t  i n  a  m u c h  a n t i c i p a t e d
m o v e t h e b o a r d r e c e n t l y  r a i s e d t h e
q u a r t e r l y  d i v i d e n d  b y  4 %  t o  $ 0 . 2 6  a
s h a r e ) ,  i t  s h o u l d  b e  n o t e d  t h a t  t h e r e  a r e  a
n u m b e r  o f  b e t t e r  i n c o m e  s o u r c e s ,  p a r t i c u -
l a r l y  i n  t h e  u t i l i t y  g e n r e ,  t o  c h o o s e  f r o m .
A n d r e  J  C o s t a n z a J a n u a r y 2 2 , 2 0 1 0

25.3
16.7 Target Price Range

2012 2014

128

96
80
64

48
40
32

24

16
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-
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IIIII
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Excludes nonrecurring (B) Dividends historically paid in early March,
'04, 14¢, '05, 25¢, '06, B¢, '08, June, September, and December. l Div'd rein-

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++(A) Primary earnings.
gains(losses):
(27¢). Next earnings report due late February. vestment plan available.
May not add due to rounding.
o 2010,  Value Line Publi shing .  Inc .  All i i  hi s regen/ed.
THE PUBLI SHER I S NOT RE3PON$I BLEgFOR ANY ERRORS OR OMI SSI ONS HEREI N.
of it may be reproduced. resold. stored or transmitted in any printed, electronic or other lam.

(C) In millions, adjusted for split,
Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.

This
publication is strictly for subscriber's own,

or use for generating nr marketing any printed nr electronic publication,
non-cammerciai, internal use No part |

service or product.
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NYSE-CWTCALIFORNIAWATER 36.83RECENT
PRICE

PIE
RATIO 18.4('m':3:.?333)45%1.06 DIV'D

YLD 3 . 2%
VALUE
LINE

TIMELINESS 4 Lowered 11I6I09

SAFEW 3 Lowered 7l27I07
TECHNICAL 3 Lowered 12I25l09

BETA .75 (1.00=Market)

H'gh
Law

Price
60
40

Ann'l Total
Return
15%

5%

2012-14 PROJECTI0NS

Gain
i * " 5 %l
+ 10%

Insider Declslons

In Buy
Options
to Sell

F M A M J  J A  s o
0 0 0  0  0  0  0  0  0
o 0  0 0 0  0 0 0  0
0 0 0 o 0 0 0 0 0

Institutional Decisions
102000 202009

8 3 7 6
B I B 5

1 0 0 0 0 1 0 0 1 8

aozoos
56
75

9635

w Buy
w Sell
Hld'§[000

High :
Low:

33.8
20.8

32.0
22.6

28.6
22.9

26.9
20.5

31 .4
23.7

37.9
25.1

42.1
31.2

45.8
32.8

45.4
34.2

46.6
27.7

48.3
33.5 2013

2-for-1 split 1/98
Yes

L E G E N D S
1:3.3 x Dividendgs? sh
dlvId¢d Hg Inter Rate
Relati ve r ice Strength

Ogtiunsa .
haded area: poor recession

Latest recesslbn began 12/07
I' l l l . l .I¢ I

-to . |.
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% TOT. RETURN 12/09
THIS

STOCK
-16.2
-0.7
13.2

VLARITH.
INDEX

6 0 . 8
1 . 9

2 5 . 9

1 yr.
3 yr.
5 yr

9
s
3

Percent
shares
traded

44,
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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
13.34

2.25

1.35

.96

12.59

2.02

1.22

.99

13,17

2.07

1.17

1.02

14.48

2.50

1.51

1.04

15.48

2.92

1.83

1.06

14.76

2.80

1.45

1.07

15.96

2.75

1.53

1.09

15.16

2.52

1.31

1.10

16.26

2.20

.go

1.12

17.33

2.65

1.25

1.12

16.37

2.51

1.21

1.12

17,18

2.83

1.45

1.13

17.44

3.03

1,47

1,14

2.53

10.90

2.26
1156

2.17

11.72

2.83

12.22

2.61

13.00

2.74

13.38

3.44

13.43

2.45

12.90

4.09

12.95

5.82

1a.12

4.39

14.44

3.73

15,85

4,01

15.79

11.38 12.49 12.54 12.62 12.62 12.62 12.94 15.15 15.18 15.18 16.93 18.37 18.39

13.6

.80

5.2%

14.1

.92

5.8%

13.7

.92

8.4%

11.9

.75

5.8%

12.6

.73

4.6%

17,8

.93

4.2%

17.8

1.01

4.0%

19.6

1.27

4.3%

27.1

1.39

4.4%

19.8

1.08

4.5%

22.1

1.26

4.2%

20.1

1.05

3.9%

24,9

1.33

3.1%

2006
16,20

2,71

1.34

1.15

4.28

18.15

20.65

29.2

1.58

2.9%

334.7

25.6

374%

10.6%

43.5%

559%

670.1

941.5

52%

5.8%

6.8%

2007
17.75

3.12

1.50

1.16

3.55

18.50

20.57

26.1

1.39

3.0%

367.1

31.2

393%
83%

42.9%

58.5%

674.9

1010.2

5.9%

8.1%

8.1%

2008
19,80

3,72

190

1.17

4,82

19,44

2072

19,8

120

3.1%

410,3
a l a

371%
8.8%

41.6%

58.4%

6904
11124

7.1%

9.9%

9.9%

2009
21.35

4.05

1.99

1.18

5.20

20.00

21.00

19.3

1.26

3.1%

44a

42.0

40.0%

s.5%

47.0%

53.0%

795

1175

7.0%

10.0%

10.0%

2010 ©  VALUE LINE PUB., INC

22.10

4.25

2.10

1.19

Revenues per sh

"Cash Flow' per sh

Earnings per sh A

Div'd DecI'd perch B I

23.90

4.80

2.60

1.25

5.25

19.75

Cap'l Spending per sh

Book Value per sh c

5.25

21.30

21.25 Common Shs0utst'g ° 23.00

Avg Ann'l PE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

19.0

1.25

2.5%

470
45.0

Revenues (Small) E
Ne! Profit ($mill)

550

60.0

39.0%

10.0%

Income Tax Rate

AFUDC % Io Net Profit

39.0%
10.o'/

46.5%

53.5%

Long-Term Deb! Ratio

Common Equity Ratio

48.5%

51.5%

B05
1240

Total Capital ($mill)
Net Plant ($miII)

950

1425

7.0%

10.5%

10.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

8.0%

12.0%

12.0%

CAPITAL STRUCTURE as t.vf 9/30/09
Total Debt$397.9 mill. Due in 5 Yrs $40.0 mill.
LT Debt $373.5 mill. LT Interest $25.0 mill.

(LT interest earned:7.8x, total inf, coy.: 6.6x)

Pension Assets-12/08 $66.9 mill.
Obllg. $192.9 mill.

Pfd Stock None

Common Stock 20,744,952 she.
as of 11/2109

MARKET CAP: $775 mllllon (Small Cap)

2000 9/30/092007

13.9
65.9
79.8
45.1
42.a
35.3

123.2
398%

47.6
92.8

140.4
54.4
24.4
52.0

130.8
430%

6.7
53.3
60.0
36.7

2.7
30.3
69.7

333%

CURRENTPOSITION
($mlLL.)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

Past
10 Yrs.

2.0%
2.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

1.0%
4.0%

Past Est'd '06-'08
5 Yrs. to '12-'14

1.5% 5.0%
5.5% 7.0%
7.0% 8.5%
0.5% 1.5%
6.5% 2.0%

Cal-
endar

QUARTERLY REVENUES (S miII.)=

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2006

2007

2008

2009

2010

81.1

95.8

105.6

116.7

122

65.2
71.6
72.9
88.7
91.0

80.6

85.9

100.1

105.4

111

107.8

113.8

131.7

139.2

146

334.7
367.1
410.3
44a
470

Cal-
endar

EARNINGSPER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s

2007

2008

2009

2010

.31

.37

.48

.58

.60

.04

.07

.01

.12

.11

.68

.67

1.06
.94

1.00

.31

.39

.35

.35

.39

1.34

1.50

1.90

1.99

2.10

Cal-
endar

QUARTERLY DIVIDENDS PAID Bl

Mar.31 Jun.30 Sen.30 Dec.31

Full
Year

2006

2001

200s

2009

2010

.2875

.290

.293

.295

.2875

.290

.293

.295

.2875

.290

.293

.295

.2875

.290

.293

.295

1.15
1.16
1.17
1.18

206.4

19.9

244.8

20.0

246.8

14.4

2632
19.1

277.1

19.4

315.6

26.0

320.7

27.2

37.9% 42.3% 39,4% 39.7% 39.9%

10.3%

39.B%

3.2%

42.4%

3.3%

46.9%

52.0%

48.9%

50.2%

50.3%

48.8%

55.3%

44.0%

502%

49.1%

4B.B%

50.8%

4B.3%

51.1%

333.8

515.4

388.8

582.0

402.7

624.3

453.1

697.0

498.4

759.5

5659
8003

568.1

B62,7

7.8%

11.2%

11.4%

6.8%

10.0%

10.1%

5.3%

7.2%

7.2%

5.9%

9.4%

9.5%

5.6%

7.8%

7.9%

6.1%

89%

9,0%

6.3%

9.3%

9.3%

3.5%
70%

1.8%

82%

NMF

119%

1.0%

90%

1%

91%

2.1%

77%

2.1%

78%

10%
86%

1.8%

77%

3.8%

61%

4.0%

59%

5.0%
56%

Retained to Com Eq
All Div'd$ to Net Prof

6.5%

48%

BUSINESS:California Water Service Groupprovides regulated and
nonregulated water service to roughly 463,600 customers in BE
communities in California, Washington, New Mexico, and Hawaii.
Main service areas: San Francisco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac-
quired Rio Grande Corp, West Hawaii Utilities (blOB). Revenue

breakdown, '08: residential, 89%, business, LB%: public authorities,
5%' industrial, 5%, other, 3%. 'OB reported depreciation rate: 2.4%.
Has roughly 929 employees. Chairman: Robert w. Foy. President &
CEO: Peter c. Nelson (4109 Proxy). Inc.: Delaware. Address: 1720
North First Street, San Jose, California 95112-4598. Telephone:
408-367-8200. Internet: vnnw.calwatergroup.com.

persisted in the fourth quarter and will
only intensify going forward. As a result,
we've tempered our expectations, estimat-
ing that CWT barely broke even in the
final quarter of 2009 and that earnings
growth will not be anything to write home
about for full-year 2010.
The stock has fallen a notch for
Timeliness and is now ranked 4 (Be-
low Average). Recent share-price
declines, coupled with the tough outlook,
make this an unattractive selection for the
coming six to 12 months.
Its 3- to 5-year appeal is better, but
still lacking in our opinion. CWT does
not have the finances on hand to meet the
rising infrastructure costs that are likely
to amount over the next couple of years.
The share and/or debt offerings that will
be required to help improve the balance
sheetwill come at a price, with the higher
share count and interest rate expenses
limiting potential shareholder gains. Al-
though the dividend yield looks healthy at
first blush, those seeking an income
vehicle have better options available, par-
ticularly on a risk adjusted basis.
Andre J Costanza January 22,2010

Improvements on the regulatory front
augur well for California Water Serv-
ice Group's top line. Indeed, earlier rate
increases handed down by the California
Public Utilities Commission (CPUC)
enabled the water utility to post record-
high revenues of $139.2 million in the
third quarter, a 6% improvement from the
year before. We look for similar growth in
the fourth quarter and for full-year 2010.
Meanwhile, the company filed its 2009
general rate case during the period, seek-
ing $71 million in 2011 with increases of
nearly $25 million in 2012 and 2013. It
was CWT's first consolidated request,
covering all 24 districts, and a ruling may
well take 18 months to be made. We ex-
pect a relatively favorable outcome given
the CPUC's more recent disposition.
However, operating costs appear to be
on the rise, too.Despite the top-line ben-
efits mentioned above, share earnings fell
11% in the September period and came in
a dime below our estimate. Operating ex-
penses swelled 10%, as aging infrastruc-
tures required greater maintenance, and
the increased demand drove up distribu-
tion costs. We suspect that these trends

31.4
21.5

Target Price Range
2012 2014

128

96
80
64

48
40
32

24

16

12

QI I

III lllllm
'I2-14

go) Incl. deferred charges. In '08: $3.9 mill.,
.19lsh.

Company's Financial Strength
Stock's Price Stability
Price GrovAh Persistence
Earnings Predictability

B++
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service or product.

(A) Basic Eds. Excl. nonrecuning gain (loss): (B) Dividends historically paid in mid-Feb,,
'00, (7¢), '01, 4¢, '02, 8¢. Next earnings report May, Aug., and Nov. l Div'd reinvestment plan
due early February. available. (D) In millions, adjusted for split.

(E) Excludes non-reg. rev.
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SOUTHWEST WATERnO-swwc 6.26RECENT
PRICE My 28.5 (L':3::ss33;3) 5332481.65 3 . 2 %

DIVD
YLD

VALUE
LINE

TIMELINESS 3
4

Raised11/27/09

S A F E W New 10/23/09

T E C H N I C A L 3  Ra ised  1 l1 I10

BET A 1 . 1 0  ( 1 . 0 0 = M a r k e t )

2012-14 PROJECTIONS
. . Ann'l Total

Price Gem Return
13 110% 2 0 %

8 3 0 % 6 %
H'gh
Law

to Buy
Options
to Sell

Insider Declslons
FMAMJJASO
000000000
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

Institutional Decisions
102009 2412009 392009

3 9 4 2 4 2
3 8 3 9 3 1

1 1 0 0 7 1 1 1 0 7 1 0 4 0 1

t o  5 9
to Se I
Hld's(00lI

High :
L o w :

5.6
3.5

9.2
3.6

:¢
#444

10.2
6.9

12.4
7.6

11.2
8.1

14.3
10.3

15.2
9.0

19.1
10.8

16.4
11.5

13.4
2.7

6.3
3.1
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r I

c II. | l l l l
l l I

I
s
1.~

I
I

I
I

| I
I

111111 111 IIal
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2013
LEG§?£(sDiv iden f l5  p  sh

divided Br[nteres\ Rate
ice StrengM-- . Relative

5-for-4 split 10198

5-for-4 sp!n 1101

o  s o n s :  No

3-for-2 spl i t  10/99

4~for-3 Eph! 1/04

shaded area: prior recesslbn
Latest reresslhn began 12/07

l°l

I
41 l,l"llll"

.
I I I Q I

%  T O T .  R ET U R N  1 2 1 0 9
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STUCK
81.6

»5466
-52.0

VL ARITH.
INDEX

6 0 8
1.9

2 5 9

t  y r .
8  y r .
5  y r .

'|

15
10
5

Percent
shares
traded
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°l

I
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I In1.

lIIIIII Ill 11111111 ill lllll al Ill" ml ll
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2004
9 . 2 3

. 6 7

. 2 3

. 1 8

1 , 2 6

6 , 1 7

2 0 . 3 5

N M F

N M F

1 . 5 %

1 8 8 . 0

4 , 5

3 5 .1 %

11.0%

47.9%

5 2 .0 %

2 4 2 . 0

3 0 2 . 6

3 .1 %

3 . 6 %

8 . 6 %

I

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
4 . 0 3

. 3 8

. 0 8

.1 4

4 . 2 0

. 3 8

. 0 9

. 0 a

4 . 8 4

.4 4

. 1 2

. 0 8

5 . 3 1

.4 6

. 1 5

. 0 9

5 . 6 1

. 5 3

2 1

. 0 9

5 . 6 3

. 5 9

. 2 5

. 1 0

6 . 1 6

.G5

. 3 1

. 1 1

7 . 4 9

. 7 6

. 3 8

.1 3

8 . 1 5

. 8 7

. 4 2

.1 4

9 . 1 2

. 8 6

. 3 9

. 1 5

1 0 . 1 0

. 9 1

.4 4

. 1 6

. 6 0

2 . 3 1

. 7 2

2 . a 1

.8 4

2 . 4 5

. 9 5

2 . 4 0

.7 4

2 . 5 2

. 7 9

2 . 7 0

.5 3

3 . 0 5

. 5 5

3 .4 4

1 . 0 6

3 .8 4

1 . 7 8

4 . 2 7

1 .1 4

4 . 9 0

1 1 . 9 7 12.13 1 1 . 7 4 1 2 . 4 5 1 2 . 6 5 1 2 . 8 3 1 3 . 1 2 1 3 . 9 9 1 4 . 1 7 1 4 . 3 5 1 6 . 1 7

3 5 . 8

2 . 1 1

4 .7 %

2 2 . 3

1 . 4 6

4 . 2 %

1 4 . 6

. 9 8

4 . 7 %

1 6 . 5

1 . 0 3

3 .4 %

1 6 . 9

. 9 7

2 . 7 %

1 7 . 2

. 8 9

2 .3 %

1 9 . 6

1 . 1 2

1 .a%

1 7 . 0

1 .1 1

2 .0 %

1 9 . 8

1 . 0 1

1 .7%

2 4 . 8

1 . 3 5

1 .5%

2 1 . 2

1 . 2 1

1 . 7 %

2005
9 . 1 0

. 7 8

.3 4

. 2 0

1 . 6 6

6 . 4 9

2 2 , a a

3 5 . 5

1 . 8 9

1 . 6 %

2 0 3 . 2

7 . 3

3 5 .0 %

9 .5 %

4 4 . 7 %

5 5 ,1 %

2 6 2 . 9

3 4 4 8

4 .1 %

5 ,0 %

5 .0 %

2006 2007
9 . 4 2

. a s

. 4 0

. 2 1

8 . 9 6

. a s

. 3 1

. 2 3

1 , 8 7

6 . 9 8

1 . 7 0

5 .5 4

2 3 . 8 0 24 .27

3 4 . 8

1 . 8 8

1 .5%

4 2 . 1

2 .2 3

1 .8%

2 2 4 . 2

9 , 8

2 1 7 . 3

5 . 1

3 5 .0 % 5 5 .0 %

12.5%

4 3 .6 %

5 6 .3 %

4 7 .7 %

5 2 .1 %

2 9 5 . 2

3 8 9 . 6

4 . 5 %

3 0 4 . 5

4 1 7 . 9

2 .9 %

5 .6 %

5 .6 %

3 2 %

3 .2 %

2008
8 . 8 7

5 5

.0 4

.2 4

1 . 3 5

4 . 5 5

2 4 . 9 0

N M F

N M F

2 .4 %

2 2 0 . 9

1 . 0

N M F

1 0 . 0 %

6 2 .6 %

3 7 .2 %

3 0 4 .4

4 2 9 . 3

1 .8%

.9 %

.8 %

2009 2010 © VAL UE L INE PUB. .  INC

0 . 7 0

. a s

. 1 0

.1 3

$ . 8 0

. 5 0

. 3 0

. 2 0

Re v e n u e s  p e r  s h

"Ca s h  F l o w" p e r  s h

Ea rn in g s  p e r  s h  A

Di v 'd  De d 'd  p e r  s h  B

1 0 . 5 5

1 . 0 0

. 5 0

. 2 0

. 7 0

4 . 5 0

. 7 5

4 . 5 5

Ca p ' I  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p e r  s h  D

1 . 9 0

5 . 1 0

2 5 . 0 0 25.50 Common Shs0utsl'g c 26.50
s a o

2 . 1 4

2 .5 %

Avg Ann'I PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Yield

20.0
1.65

2.0%

2 1 a

4 . 0

2 2 5

7_5

Re v e n u e s ( $ m i I I )

Net  Pro f i t  ($mn l )

2 a 0

1 3 . 0

N M F

1 3 . 0 %

n o r
13.5%

Income Tax Rate
AFUDC v. to nu Profit

N M F

1 2 . 0 %

6 1 . 5 %

3 8 . 5 %

6 0 . 0 %

4 0 . 0 %

L o n g - T o m De b t  Ra t i o

Co mmo n  Eq u i t y  Ra t i o

5 9 . 5 %

4 0 . 5 %

2 9 5

4 2 0

2 .5 %

2 8 5

4 4 0

4 . 0 %

Tota l  Cap i ta l  ($mi l l )

Ne t  Pla n t  ($ ml I I )

Re c u r  o n  T o t a l  Ca p ' l

3 0 0

5 0 0

5 .5 %

3 . 5 %

3 .5 %

6 .5 %

6 .5 %

Rstmlrn oh Shi.  Equity

Re t u r n  o n  Co m Eq u i t y

1 0 . 0 %

1 0 . 0 %

CAPITAL STRUCTURE as of srao/09
Total Debt $155.7 mill. Due In 5 Yrs $153.5 mill.
LT Debt $153.5 mill. LT Interest $7.0 mill.
(Total interest coverage: 2.7x) (48% of Cap'l)

L e a s e s .  Un c a p l t a l i z e 4 :  An n u a l  r e n t a l s  $ 5 . 5  mi l l .
P e n s i o n  L i a b i l i t y  N o n e

Pfd Stock $.458 mill. Pad Div'd $.020 mill.
Common Stock 24,875,369 she.
as of 10/31109

MARKET CAP: $150 million (Small Cap)

2008 9/30/092007

1 .e
34.0

1.1
29.7

2.9
26.0

25.4
61.0
15.0

2.2
18.5
35.7

26.9
57.7
16.1
2.2

ga.4
46.7

32.7
61.6
14.9

1.9
29.4
4G.2

CURRENT POSITION
(lllLL)

Cos Assets
IRecelvablesA c  )
inventory k g  s t
Other
CunentAssets
Ac4:tsPayable
Debt Due
Other
CunrentLiab.

Past
5 Yr.
-0.5%
-3.5%

-10.0%
8.5%
7.0%

E$t'd '06-'08
to '12-'14

2.5%
9.5%

12.0%
-2.0%
-2.5%

ANNUAL RATES
of dlauge (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

past
10 Yrs.

5.0%
3.5%
2.0%
9.5%
9.0%

Cal-
endar

QUARTERLY REVENUES (8 mil.)
llar.31 Jun.30 Sep.30 Dec.31

Full
Year

2006
2001
200s
2009
2010

55.4
55.0
56.9
52.4
55.0

50.8
4a.1
49.6
50.1
52.0

60.1
57.4
60.4
59.0
60.0

57_g
56.8
54.0
56.5
50.0

2 2 4 . 2

217313

2 2 0 . 9

2 1 s

2 2 5

Cal-
endar

EARNINGSPERSHARE*
IAar.31 Jun.30 Sep.30 Dec.31

Fl.lll
Year

200s
2007
200s
2009
2010

.cs

.09
.03
.03
.06

.16

.09
d.02
.05
.08

.03

.03
d.04
.03
.06

.13

.11
.07
.05
.10

.40
.31=
.04
.16
.30

Cal-
endar

QUARTERLY DMDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s

2001

2008

2009

2010

.058

.058

.06

.05

.052

.058

.06

.025

.052

.058

.06

.025

.052

.058

.06

.025

.05

. 2 1
. 2 3

. 2 4

. 1 3

8 0 . 9

4 . 2

104]
5.4

1 1 5 . 5

6 . 2

1 3 0 . 8

6 . 0

1 7 3 . 0

7 . 2

3 9 .0 % 3 7 .0 % 3 e ,0 %

1 4 . 4 %

34.9%

3 .2 %

3 5 . 9 %

4 5 .2 %

5 4 .1 %

4 8 . 8 %

5 0 .7 %

5 1 .4 %

4 8 . 2 %

56.7%

4 2 .9 %

4 7 . 9 %

5 1 . 8 %

7 3 . 9

1 1 3 . 7

7 .6 %

9 5 . 0

1 5 7 . 8

7 .6 %

1 1 3 . 0

171 .1

7 . 6 %

1 4 2 . 8

2 0 3 . 9

5 .8 %

1 5 2 . 8

2 1 9 . 5

6 . 2 %

10.3%

1 0 . 4 %

11.1%

11.1%

1 1 . 4 %

11.4%

9 .7 %

9 .7 %

9 . 0 %

9 .1 %

7.0%
33%

7 .8 %

3 1 %

7 .8 %

3 2 %

6 .3 %

3 6 %

5 .8 %

3 6 %

.8 %

7 8 %

2 .1 %

5 8 %

2.8%

54%

N M F

1 1 2 %

N M F

N M F

nor
NMF

2 . 5 %

6 6 %

Re t a i n e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

6 .0 %

4 0 %

regulated public water utilities in California, Alabama, Oklahoma,
and Texas. O&M and Texas MUD Services maintain projects on a
oontrad and fee basis. Oftioers and directors own 4.2% of common
shares (4109 proxy). CEOlChrmn: Mark Swatek. Inc.: DE. Addr.:
One Wilshire Building, 624 S. Grand Ave. Ste. 2900, Los Angeles,
CA 90017. Tel.: 213~929~1800. Internet: www.swwc.oom.

BUSINESS: SouthWest Water Company provides a broad range of
services inducing water production. treatment and distribution,
wastewater collection and treatment, utility billing and collection,
and utility infrastructure. It operates four groups. Utility, 32% of
2008 revenues, Texas Utility, 16%' 0&M Services, 18%, Texas
MUD Sewioes. 34%. Utility and Texas Utility own and manage rate

SouthWest Water Company probably
finished 2009 on a good note Al-

share-profit comparisons likely
year over year, revenues for the

end payout. For its November payment,
management doubled the amount paid
during the prior three quarters. Though
we do not expect the dividend rate to fu Ly
recover from the reduction in early 2008,
this increase may be sustainable over the
coming 3 to 5dyears. However, even with a
much reduce capital spending budget,
free cash flow appears to fall short of
preferred and common dividend expense.
These neutrally ranked shares are
best suited for risk tolerant investors.
Note, however, that the above-average
price recovery potential is offset by the de-
gree of risk attached to these shares. This
risk is shown by the Low (C++) rank for
Financial Strength, as well as die below-
Ear scores for Stock Price Stability and

earnings Predictability. Business pros-
pects are clouded due to uncertainties re-
lated to weather conditions and the hous-
ing market.
John D. Burke January 22, 2OIO

though
dropped,
fourth quarter probably showed a slight
increase. As SouthWest begins to recover
from the weakened economy, we expect
good quarter-to-quarter earnings gains,
excluding charges associated from the de-
layed quarterly filings in 2008 (due to ac-
counting errors). Severe drop Hts in Cali-
fornia and Texas, two key A G markets,
reduced water demand in the 12-month
period ending in June, 2009. Moreover, the
resulting dry soil increased repair costs
during the latter half of 2009. Looking
ahead

. In 2010, the top and bottom lines
should continue to recover in line
with the overall economy. The company
will likely be bolstered from the recently
approved rate increase for its California
utilities segment. Also. SouthWest plans
to focus on reducing operating costs
through consolidating office support func-
tions, as well as by divesting underper-
forming businesses.
The board voted to increase the divi-

8.3
5.1

Target Price Range
2012 2014

3 2

2 4
2 0
1 6

1 2
1 0
8

6

4

_3

I.llII.

ulllllllln
-l2-14

Company's Financial Strength
Stock's Prlce Stability
Price Growth Persistence
Earnings Predictability

C++(A) Diluted earnings. Excludes nonrecurring (8) Dividends historically paid in late January, $0.B3lshare.
gains (losses): '00, (3¢£, '01, (5¢), '02, 1¢, '05, April, July, and October. (E) Earnings may not add due to rounding.
(23¢); '07, (54¢), '08, ( 1.35). SQ '09 (24¢), SQ (C) in millions, adjusted for splits.
'09, (54¢). Newt earnings report late February. (D) Includes intangibles. in 2008: $19.3 million,
an 2010, Value Line Publishing, Inc. All r ights reserved. Factual materia l is obtained from sources believed Io be rel iable and is provided without warranties of mg kind.
T HE PUBL ISHER IS NOT  RE PONSIBL E OR ANY  ERRORS OR OM ISSIONS HEREIN. . 0  p a n
of it may be reproduced, resold, stored or transmitted in any printed, eledmnic or other rum, sen/ice or product.

This*JubIicalion is strictly for subscriber's own, non-c0mmerciaI,ln\ernal use.
or use for generating or marketing any printed or detNrunlc publrcauun, I III Ill!



AQUAA NYSE-WTR
RECENT
PRICE 11.57 PIE

RATIO 20.9(I.':3:s 333)3889481.21
DIVD
YLD 3.4% VALUE

LINE

3
3

TIMEUNESS Lwwered 6I26l09

SAFEW Lurwered Bl1l03

TECHNICAL 3 L0wered 1I1l10

BETA .es (100=Market)

2012-14 PROJECTI0NS
Ann'I Total

Return
1 4 %

Price Gain
High 30 $+10%}
Low 20 +15% 3 %
Insider Decisions

FMAMJJASO
iaBuy 0 0 0 0 0 0 0 0 0
0p¢ i»ns 100oo000o
inSe|I 000000000
Institutional Decisions

1m00s 2Q20W 302009
tO Bu 130 117 ea
1054 134 136 118
Hld's(I!(l0l 63551 G1341 S0196

High:
Low:

11.5
7.2

11.5
7.6

14.8
9.4

15.0
9.6

16.8
11.8

18.5
14.2

29.2
17.5

29.8
20.1

26.6
18.9

22.0
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21.5
15.4
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% TOT. RETURN 12/09

VL ARITH.
INDEX
60.8

1.9
25.9

THIS
STOCK
-12.2
-16.7

6.4

1 yr,
3 yr.
5 yr.

I  I

A In [{ll I;ill I .II
I I

I I I

l l l l l l I l l l l  In | I ' ll ll ll II I i l l  I ' l l I

I

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
1.70

.42

.24

.21

182

.42

.26

21

1.84

.47

.29

.22

1.86

.50

.30

.23

2.02

.56

. M

.24

2.09

.61

.40

.26

2.41

.72

.42

.27

2.46

.76

.47

.28

2.70

.86

.51

.30

2.85

.94

.54

.32

2.97

.96

.57

.35

3.48

1.09

.64

.37

3.85

1.21

.71

.40

.47

2.29

.46

2.41

.52

2.46

CB

2.69

.58

2.84

.82

3.21

.90

3.42

1.16

3.85

1.09

4.15

1.20

4.36

1.32

5.34

1.54

5.89

1.84

5.30

59.40 59.77 63.74 65,75 67.47 72.20 106.80 111.82 113.97 113.19 123.45 127.18 128.97

14.4

.85

5.9%

13.5

.BE

6.0%

12.0

.80

6.2%

15.6

.98

4.9%

17.8

1.03

3.9%

22.5

1.17

2.9%

21.2

1.21

3.0%

18.2

1.18

3.3%

23.6

1.21

2.5%

23.6

1.29

2.5%

24.5

1.40

2.5%

25.1

133

2.3%

31,8

159

13%

2006
4.03

1.26

.70

.44

2.05

6.96

132.33

34.7

1.87

18%

533.5

92.0

395%

515%
484%
1904.4

2505.0

6.4%

100%

10,0%

2001
4.52

1.37

.71

.48

1,79

7,32

133.40

32,0

1.70

2.1%

6025

95.0

38.9%

2.9%

554%

44.6%

21914
27923

5.9%
97%
91%

2008
4.63

1.42

.73

.51

1.98

7.82

135.37

24.9

1.50

2.8%

627.0

97.9

39.7%

3.1%

544%

45.9%

2305.5

2997.4

5.7%

9.3%

9.3%

2009
4.95

1.10

.80

.55

1.90

7.90

136.30

22.2

1.48

3.0%

675

109

39,o%

10%

54.0%

46.0%

2276

3150

6.0%

100%

10.0%

2010 ©  VALUE LINE PUB., INC

5.35
1.85
.90
.59

Revenues per sh
"Cash Flow" per sh
Eamings perch A
Div'dDec|'dpersh Bl

6.45
2.40
1.25
.70

1.95

8.35

Cap'I Spending per sh

Book Value per sh

2.15

10.35

137.00 Common Shs Outsfg c 139.00

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

21.0

1.40

2.0%

735

123

Revenues ($mill)

Net Profit (Small)

900

175

39.0%

2.6%

Income Tax Rate
AFUDC % to Net Profit

39.0%

2.0%

53.0%

47.0%

Long-Term Debt Ratio

Common EquityRatio

48.0%

52.0%

2345

3300

Total Capital($mill)
Net plant (Swim

2765

3500

5.5%

10.5%

10.5%

Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

7.5%

12.0%

12.0%

CAPITAL STRUCTURE as of 9130/09
Total Debt$1320.2 mill. Due in 5 Yrs $245.0 mill.
LT Debt $12654 mill. LT Interest$65.0 mill.
(LT interest earned: 3.4x, total interest coverage:
3.4x) (54% of Cap'l)

Pension Assets-12/08 $112.2 mill.
Obllg. $204.7 mill.

Pfd Stock None
Common Stock 136,270 613 shares
as of 10/20/09

MARKET CAP: $2.4 billion (Mid Cap)

2001 2008 9/30/09

14.5
82.9

8.8
9.3

115.5
45.8
80.B
56.6

1aa.2
323%

18.0
86.1
10.3
10.5

124.9
26.3
54.8

149.0
2a0.1
325%

14.9
84.5

9.8
11.8

121.0
50.0
87.9
55.3

193.2
329%

CURRENT POSITION
1SMILL)

Cash A sets
Receivables
Inventory (Avast)
Other
Current Assets
Accts Payable
Debt Je
Other
Current Liab.
Fix. Chg. Cov.

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
Yrs.
9.0%
8.0%
5.5%
8.0%

10.0%

Past
10 Yrs.

8.0%
9.5%
7.5%
7.0%
9.5%

Est'd '06~'08
10'12-'14

6.5%
10.0%
10.0%
6.5%
6.0%

Cal-
endar

QUARTERLYREVENUES(S mill.)

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2006

2007

2008

2009

2010

131.7
150.6

151.0
167.3

185

117.9

137.3

139.3

154.5

165

147.0

185.5

177.1

180.8

195

136.9

149.1

159.6

112.4

190

533.5
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69%
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57%

others. Water supply revenues '08: residential, 60° />; commercial,
14% industrial & other, 26%, Officers and directors own 1.3% of
the common stock (4109 Proxy). Chaimman & Chief Executive Of-
ficer: Nicholas DeBenedictis. incorporated; Pennsylvania. Address:
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel-
ephone: 610-525-1400. Internet: www,aquaamerica.com.

BUSINESS: Aqua America, inc. is the holding company for water
and wastewater utilities that serve approximately three million resi-
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New
Jersey, Florida, Indiana, and five other states. Divested three of
four non-water businesses in '91, telemarketing group in '93, and
others. Aoquired AquaSouroe, 7/03, Consumers Water, 4/99, and

(Aqua Georgia Inc.) may be bolstered by
further purchases in this region, Also,
WTR expanded its Aqua Pennsylvania
division in December, purchasing the as-
sets of Athens Township Authority, and
subsequently signed a 20-year contract to
provide water services. Additionally, the
$75 million in rate cases filed in 2009
should, if judged in Aqua's favor, boost
revenues and earnings over the next few
years.
These shares are a neutral choice for
the coming six to 12 month period,
but hold some appeal for the long
haul. One attractive trait is the steady
dividend yield, which was raised 7.4% dur-
ing the fourth quarter of 2008. The compa-
ny has historically raised its payout every
year, and this will most likely continue
over the coming 3- to 5-year stretch. Also,
the top- and bottom-line gains we project
over the 2012-2014 horizon give this equi-
ty good recovery potential. Conservative
investors should also take note of the high
scores for Stock Price Stability and Earn-
ings Predictability, as well as the below-
the-market average Beta coefficient.
John D. Burke January 22, 2010

During the September interim, Aqua
America lost some ground on a year-
over-year basis. Although revenues were
up slightly from the prior year, earnings
dropped a penny, as unfavorable weather
conditions and higher operating costs hurt
profits during the third quarter. Looking
ahead, though,
the company probably ended the year
on a good note. A number of rate-relief
cases were set to be decided in the fourth
quarter which, if approved, should provide
a slight last-minute boost to the top and
bottom lines. Also, management has been
actively working to reduce operating costs,
and the benefits of these efforts should
help widen margins. For the year, we ex-
pect a total increase in revenues and earn-
ings of $48 million and $0.07 a share,
respectively, but it should be noted that
last year included a gain from the sale of
its underperforming Woodhaven system.
Aqua America should continue to ex-
pand its reach through acquisitions
and rate-relief cases over the next few
years. The company has acquired a
wastewater treatment plant in Lumpkin
County, Georgia, and this new subsidiary

12.0
6.3

Target Price Range
2012 2014

64

48
40
32

24
20
to

12

8
_e

' no0. •

Percent
shares
traded

15
10
5

1 ll.....

'I2-14

(B) Dividends historically paid in early March,
June, Sept. & Dec. l Dived. reinvestment plan
available (5% discount).

(C) In millions, adjusted for stock splits. Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability 100

A) Diluted shares. Excl. nor rec. gains
losses): '99, (11¢), '00, 2¢, '01, 2¢. '02, 5¢,

'03, 4¢. Excl. gain from disc. operations: '96,
2¢. Next earnings report due early February.
° 2010, Value Line Publishing? Inc. All "age reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of g kind.
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INDUSTRY TIMELINESS: 79 (of 98)

Composite Statistics: Natural Gas Utility

2005 2006 2007 2008 2009 2010 12-14
36075

13860

38273

1553.3

38528
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44207

1694.2

45500

1775

470oo

1850
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52750
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36.0%

3.8%
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4.0%

33.9%

4.1%

35.7%

38%

36.0%
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36.0%
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Income Tax Rate
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36.0%

4.1%

51.3%
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48.7%
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49.5%
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49.4%

51.0%

48.0%

51.0%
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46.0%
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6.6%

10.2%

10.2%

65%
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10.5%

10.5%
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10.0%
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10.5%
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60%
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December 11, 2009 NATURAL GAS UTILITY 444
The Natural Gas Utility Industry has fallen to

the bottom quartile of our Timeliness spectrum.
These utilities are operating in a tough business
environment due to low natural gas prices and
customer conservation. Moreover, the economic
recovery has led investors to turn to less conser-
vative investments, which has hurt valuations
across this group. All told, near-term prospects are
widely unattractive. However, many issues in this
sector still offer attractive dividend yields, which
may be of interest to income-oriented investors.

Other Operating Factors

Economic Environment

Many of the utilities have invested in nonregulated
operations in recent years. While this makes up only a
small portion of revenues for this sector, we expect it to
become an increasingly important opportunity in the
years ahead. Nonregulated activities are businesses that
are free from the oversight of the aforementioned regu-
latory bodies. These ventures are generally more risky,
but also offer greater potential for returns. Moreover,
they provide a way for these companies to diversify their
income.

Cost controls are another way these utilities use to
strengthen their results. Given the regulatory oversight,
earnings growth is restricted. Thus, effective cost man-
agement is one of the main methods these companies
utilize to improve their profitability.

Improved investor confidence has caused the stock
market to rally in recent months. As a result, investors
have sought higher returns, which has adversely af-
fected defensive sectors like the Natural Gas Utility
Industry. What's more, this group has been facing a
variety of challenges of late. Most notably, the weakness
in the housing market continues to pressure usage for
natural gas. This, coupled with customer conservation,
has depressed demand across this sector. In response,
many of these utilities have scaled back their capital
spending to adjust to the difficult operating environ-
ment. Moreover, many have increased their marketing
efforts in recent months in an effort to induce demand.
All Lold, we expect the tough market conditions to
continue to weigh on results in the near term.

Another factor that weighs on this group is unseason-
able weather. Warmer- or colder-than-normal weather
can increase volatility for natural gas prices. To limit
this risk, the management of these businesses some-
times use hedging techniques, namely weather-adjusted
rate mechanisms. Thus, investors looking for utilities
with more stable results will probably want to look for
those that utilize this strategy.

Regulation Energy-efficiency programs are becoming an increas-
ingly important theme, as well. Regulators have encour-
aged these companies to implement such programs to
decrease energy consumption. Government-backed in-
centives allow these businesses to adopt Lhese programs
without sacrificing profitability.

The regulatory environment in this sector remains
crucial to this group's profitability over the long haul.
These companies are regulated by state commissions
that determine the return on equity these businesses
can attain. For the most part, these utilities tend to post
flat bottom-line results, year to year. Rate cases gener-
ally recur when operational costs pressure profitability.
The outcome of these cases can have a meaningful
impact on stock valuations because they have a heavy
bearing on profitability. Thus, regulators try to strike a
balance between shareholder and customer interests
when rendering decisions. All told, interested investors
should keep a close eye on pending rate cases when
reading the following pages.

Conclusion

The Natural Gas Utility Industry is not ranked favor-
ably for year-ahead price performance. Investors inter»
wested in stock appreciation over the coming six to 12
months would probably do better to look elsewhere.
However, income-oriented accounts may want to take a
look at some of the stocks in the following pages. Indeed,
numerous equities in this group offer rather attractive
dividend yields.

Richard Gallagher

THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR 0Mlsslons HEREIN. This uubicatinn is snrictiy lot subscrber's own, non-cnmmercial, internal use. No pan
ii N may be reproduced. resold, sored of transmitted in any printed, decuonic Ni other fnnn, nr use for generating or rnakaing any primed or eienronic publication, service Ur product.I
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lated subsidiaries: Georgia Natural Gas markets natural gas at
retail. Sad Utilipro, 3101. Acquired Compass Energy Services,
10107. Franklin Resources owns 7.7% d common stock, 0fi.ldir.
less than 1.0% (a/09 Pixy). Plus. & CEO: John w. Sumerhalder ii.
Inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Tel-
ephone: 404-584-4000. Internet: www.aglresoulees.oom.

BUSINESS: AGL Reeoulea Inc is a public utility holding compa-
ny. Its distribution subsidiaries Induce Atlanta Gas Light. Chat-
tanooga Gas. Elizabethtown Gas and Virginia Natural Gas. The util-
ities have more than 2.2 million atoners in Georgia, Virginia.
Tennessee. New Jersey, Florida, and Maryland. Engaged in non-
regulated natural gas marketing and other allied saviors. Deregu-

A G L  R e s o u r c e s  r e p o r t e d  l o w e r  r e v e -
n u e s  a n d  s h a r e  e a r n i n g s  f o r  t h e  t h i r d
q u a r t e r .
business

the request. It
energy-efficiency

decoupling. This would help customersThis was partially
marketers

services

patient,

December11, 2009

er operating expenses and the need for
greater capital expenditures as reasons for

has also proposed an
program, based on a

proven rate design model known as

save money, promoting conservation and
energy efficiency.
The company has completed its Mag-
nolia Pipeline Project. This pipeline
connects GL's Georgia service territory to
liquefied natural gas (LNG) imports arriv-
ing at the Elba Island terminal near
Savannah. The project should position
AGL to meet future increases in natural
5? demand when the economy recovers.

ese shares are ranked to lag the
broader market for the coming six to
12 months. However, the stock may inter-
est income-oriented investors.
This issue offers worthwhile risk-adjusted
total retune potential, considering its
healthy dividend yield. Crowth in the pay-
out is likely to rise in conjunction with
earnings, too. Moreover, AGL earns supe-
rior scores for Safety, Price Stability, and
Earnings Predictability.
Michael Napoli, CPA

The natural gas distribution
experienced higher pension,

depreciation, and payroll and benefits
costs. offset by higher
fees charged to and rearer
pipeline replacement revenues at .Etlanta
Gas Light. Meanwhile, the company's
retail energy and wholesale
businesses posted modest operating losses
for the period. Elsewhere, energy invest-
ments contributed operating earnings of
SO million, flat with the prior-year period.
An increase in revenue at AG Networks
was offset by, higher outside services ex-
penses at Je person Island Storage & Hub
and an increase in depreciation at Golden
Triangle Storatge. Looking forward, we an-
ticipate an un adorable comparison for the
fourth quarter, as well. Even so, the bot-
tom line may well inch higher for full-year
2009, thanks to strong results in the first
carter.

%Chattanooga Gas Company has tiled a
rate case with the Tennessee Regu-
latory Authorit The company is seek-
ing an increase o $2.6 million, citing high-
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2012 2014
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(A) Fiscal year ends December 31st. Ended Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++
100

$0.13, '01, $0.13, '03, ($0.07), '08, $0.13. Next eludes intangibles. In 2008: $418 million,
September 30th prior to 2002. earnings report due in February. (C) Dividends $5.44lshare.
(B) Diluted earnings per share. Excl. nonrecur~ historically paid early March, June, Sept., and (E) In millions.
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A m m os  E ne r g ys  h i s t o r y d a t es  bac k  t o

1906  i n  t he  T ex as  P anhand le . Over t he
years,  through var ious mergers,  i t  became
par t  of  P ioneer  Corporat ion,  and ,  in 1981,
Pioneer named  its  gas d is t r ibut ion d ivis ion
Energas. In 1983, P ionee r  o r g an iz ed
Energas as a separate subsid iary and  d is-
t r ibuted  the outstand ing  shares d  Energas
to Pioneer shareholders.  Energas changed
its name to Atm0s in 1988.  At  nos acquired
Trans Louis iana Gas in 1986,  Wester  Ken-
t ucky G as  Ut i li t y in  1987,  G reeley G as in
1993, United Cit ies Gas in 1997, and 0thers.

CAPITAL STRUCWRE ll d6130109
mu Dub! $21695 mill. Due In 5 Yr $1as0.0mill.
LT rub: $216s.4 mill. LT I nst $115.0 mill.
(LT inteIW earned: 2.9x; total interest
coverage:2.8x)
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Ha Stock None
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Obllg. $331.6mill.
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oommerdal, 7%, industrial, and 5% other. 2008 depreciation vale
3.5%. Has around 4,560 employees. Oflioers and directors ohm ap-
proximately 1.9% M common stock (12/08 Proxy). Chairman and
Chief Executive Mun Robert w. Best. Incorporated: Texas. Ad-
dress: P.O. Box 650205, Dallas. Texas 75265. Telephone: 972-
934-9227. Internet .atmosenergy.oom.

BUSINESS: Atrnos Energy Corporation is engaged primarily in the
distribution and sale of natural gas to 3.2 million customers via six
regulated natural gas utility operations: Louisiana Division, West
Texas Division, Mid-Tex Division, Mississippi Division, Colorado-
Kansas Division, and Ka1tuckylMid-States Division. Combined
2008 gas volumes: 293 MMd. Breakdown: 56%, residential; 32%

be-

unspectacular, earn-
commercial, and industri-

a better economic

have also been filed in Georgia ($3.8 mil-
lion) and Virginia ($1.'7 million). Our pres-
entation will include those amounts upon
approval.
Steady, though
inks growth seems like for the com-
pany out to 2012-2014. e utility Is one
of the country's biggest natural gas-only
distributors, current y serving more than
three million customers across 12 states.
What is more, the unregulated segments,
especially pipelines. possess healthy over-
all prospects. These factors ought to en-
able annual share-net gains to be in the
mid-single-digtit range over the 3- to 5-year
horizon. It s auld be noted that future
business combinations could render our
projections conservative.
This good-quality stock offers a gener-
ous amount of current dividend in-
come. Further increases in the payout,
though moderate, seem likely. Earnings
coverage should remain adequate.
Total return possibilities are decent,
on a risk-adjusted basis. Meanwhile,
these shares are ranked 3 (Average) for
Timeliness.
Frederick L. Harris, III December IJ, 2009

Ammos Energy should generate
healthy results in fiscal 2010, which
Gan on October let. The natural gas utility
stands to benefit from a rise in through-
p"=- reflecting a pickup in consumption
ram residential,
al customers (assuming
environment). Weather-normalized rates
across much of the service territory? are a
big plus. Meanwhile, margins or the
pipeline and storage segment may be
boosted by gains from the settlement of fi-
nancial positions associated with storage
and trading activities. Finally, the regu-
lated transmission and storage operation
should enjoy higher transportation fees on
through-system deliveries, if market condi-
tions are generally favorable.
We believe that consolidated share
net will increase more than 10%, to
$2.20, this fiscal year. Assuming addl-
tional expansion in operating margins. the
bottom line may reac $2.30 a share in fis-
cal 2011.
There are several rate cases pending.
One of them is in Kentucky, where the
company is seeking an increase in annual
operating income of $9.5 million. Requests
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but  has  c ont r i bu t ed
por t i on  t o  t o t a l

A  major  acquis i t ion could
but  i t  appears  that  such

a  rev i v e  w i l l  no t soon.
considered.

ar is ing par t -
dlf l tcult  'year-afver-year

The non regt  a t es  gas  mark et I ng
may  so -

s ince I t
u n i t .
f er

t h e r e  i s  n o  g u a r a n t e e  t h a t
At

m
perhaps  to $2.83

P r o s a s  o u t  t o
exdtlrg

r e t u r n  p o t e n t i a l  o u t  t o  2 0 1 2 -
l s  l l l n l t e d .  b a s e d the
unspectacular capital ap reciatlon

Meanwh i l e .  Lac l e8e
Av erage (4)

t he  s t oc k  i s
e a s t e r  M i s s o u r i )  i s  i n

will

growth oppor tun i t i es ,
on l y  a  s m a l l p ro f i t s  on  a
his tor ical  bas is .
help to of fset  this .

oc c ur  any t ime A l l
t h i ngs a n n a earnlngs-pcr-
share advances  cou ld  be on ly  I n  t he m ld-
s ingle-dlgl t  range over the 3- to 5-year ho-
r lzon.
T h e  d i v i d e n d  y i e l d  c o m p a r e s  f a v o r -
a b l y  t o  t h o s e  o  o t h e r  e q u i t i e s  I n  o u r
N a t u r a l  G a s  U t l l l t y  u n i v e r s e .  N o t e ,
a lso , tha t the  payout is  we l l  covered hy
Laclede's eamlngs. We expect that rela-
tionship to continue.
B u t  o u r  p ° ° J ° ° " ° = = °  I n d i c a t e  t h a t  a d -
d i t i o n a l  i n c r e a s e s  I n  t h e  d i s t r i b u t i o n
w i l l  b e  m o d e r a t e .  T h a t .  I s  l a r g e l y  b e -
cause of  the ut i l l ty ls  unspectacular expan-
s ion rvsveers -1.,..r
2014 p a r t l y  o n
stock's
possibi l i t ies. shares
a r e  a  B e l o w s e lec t i on  f o r
T lmel lness .  Even so. m a i n l y
suitable for Income.
Fnedler i ck  L .  Harr i s .  I l l  December  l l , 2 0 0 9

We antlcl ate lower earnings kg"
share for Cede °f°\-, p  I n  f i s c a l 1 0
(which b°§="  on Oc tober  s t ) ,
L y  f r o m  t  e com-
parlson.

Lac lede Energy Resources,
f r om  a  reduc t i on  i n  m argi ns ,

appears  t ha t  t he  benef i t  o f  a  s ubs t an t i a l
d r o p  i n  n a t u r a l  g a s  p r i c e s  w o n ' t  b e
repeated for a whi le.  What 's  more.  escalat-
ing operat ional expenses could weigh down
resul t s  a t  Lac lede Gas ,  t he ut i l i t y .  As  a l -
ways, t he
weather  wi l l  cooperate. t h i s  j unc t ure ,
c ons o l i da t ed s hare  net  s t ands  t o  dec l i ne
more  t han  10% ,  m  s 2 . eo ,  I n  f i s c a l  2010 .
B u t  a s s u m i n g s o m e  I m p ro v e m e n t  i n  t h e
bus i nes s  c l l m a t c .  t he m u m  l i n e
= '=g= a par t ia l  recovery
a s are, the following 3===f-

2  1 2 - 2 0 1 4  l o o k  u n -
n .  Expans ion of  the cus tomer base

has  been modera t e  f o r  s ome t ime,  l ov e l y
bec aus e t he  s erv i c e  t e r r i t o ry  ( l oc a l i n

a  m a t u re  phas e .
Tha t  be ingb t he  c as e .  I n t e rna l  groo t  here

p robe  Ly  rem a i n  qu i t e  a  c ha l l enge .
Lac lede Emery  Resources  of f ers  proming

24.8
17.5

Target Price Range
2012 2014
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B0
64
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491.6

26.9

35.5%

5.5%

41 .8%

57.8%

488.6

519.4

7.1 %

9.5%

9.5%

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
lA; Fiscal year ends Sept. 30th.
B Based on average shares outstanding thru. Jan. (C) Dividends historically paid in early

'97, then diluted. Excludes nonrecurring loss: January, April, July, and October. l Dividend
'06, 7¢. Excludes gain from discontinued oper- reinvestment plan available. (D) Incl. deferred
o 2009, Value Line Publishing, inc. All rights resewed.
THE PUBLI SHER I S NOT RE PONSI BLE OR ANY ERRORS OR OMI SSI ONS HEREI N.
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form,

actions: '08, 94¢. Next earnings report due late charges. In '08: $340.4 mill., $15.48lsh.
(E) In millions.
(F) Qtly . egg. may not sum due to rounding or |
change in shares outstanding.

Factual material is obtained from sources believed 10 be reliable and is provided without warranties of any kind.
This*1ubI ication is sir ialy . .

or use for generating or marketing any primed or electronic publication,

for subscriber's own, non-commercial, intemaI.use. No part |
semce or product.
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RELATIVE

PIE RATI0

DIV D
YLD 3.8% VALUE

LINE

TIMEUNESS 4 Luwered 10l8l09

SAFETV 1 Raised 9l15l05

TECHNICAL 3 Rai5ed 10l23l09

BFI'A .65 (1.00 Market)

2012-14 PROJECTIONS
Ann'l Total

Return
9 %
3 %

Price Gain
High 45 (+25%
Low 35 (-5%

to Boy
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2004
60.89

2.50

1.10

.81

1.45

11.25

41.61

15.3

.81

3.3%

2533.6

11.6

39.1%

2.8%

40.3%

59.7%

183.8

aa0.4

10.1%

15.3%

15.3%

In II

1993 1994 1995 1996 1997 1998 1 9 9 9 2000 2 0 0 1 2002 2003
12.02

1.42

.76

.so

12.81

1.54

.as

.ea

11.36

1.42

.86

.68

13.48
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.92
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aw 38.93 40.03 40.69 40.23 40.07 39.92 as.5s 40.00 41.50 40.85

15.1

.89

5.8%

13.0

.85

6.2%

11.8

.79

6.7%

1a.s

.85

5.6%

13.5

.78

5.3%

15.3

. t o

4.6%

15.2

.87

4.5%

14.1

.96

4.4%

14.2

J o

4.2%

14.1

. t o

3.9%

14.0

. w

3.7%

2005
76.19

2.62

1.11

.91

1.28

10.60

41.32

1s.a

.89

3.1%

3148.3

14.4

39.1%

2.4%

42.0%

58.0%

755.3

905.1

11.2%

11.0%

17.0%

2006
79.63

2.73

1.87

.95

1.28

15.00

41.44

16.1

.87

3 2 %

3299.6

7B.5

38.9%

2.4%

34.8%

65.2%

954.0

934.9

9.6%

12.6%

12.6%

2007
72.62

2.44

1.55

1.01

1.45

15.50

41.61

21.6

1.15

3.0%

3021.8

65.3

38.8%

2.2%

37.3%

62.7%

1028.0

970.9

7.7%

10.1%

10.1%

200a
90.74

3.62

2.10

1.11

1.72

17.28

42.06

12.3

.77

3.3%

3816.2

113.9

318%
3.0%

38.5%

61.5%

1182.1

1017.3

10.7%

15.7%

15.7%

2009 2010 °vALuE UNE PUB., mc 12-14
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150
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"Cash Flow" par sh
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3.75
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1.52
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42.12 43.W Common She 0utst'g E 45.00
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.so
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1 8 %

2592.5

101.9

$250

110
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Net Pmflt ($WII)

3550

125

39.0%

3.9%

39.0%

3.0%

Income Tax Rlll
N!! Pmit Margin

40.0%

1 6 %

39.5%

5 0 2 %

40.0%
s0.ox

Long-Term0lbt Ratio
Cannon Equity Ratio

33.5%

66.5%

1145.2

1064.4

1315

wa s

mol capital($min)
in plan (Small)

1705

1150

9.9%
14.1%
fuss

9.5%

14.0%

14.0%

Return on Total Cap'I

Rdum on Shi. Equity

Rectum on Com Equity

1.5%

11.5%

11.5%

CAPITAL STRUCTURE ll d1/30m9
nun Debt $605.4 mill. Due In s Yrs $157.7 mill.
LT Debt s4ss.5 mill. LT nunn $15.5 mm.
Ind. $9.9 mill. capitalized leases.
(LT Inlesust earned: 4.8x. total interest coverage:
4.8x)
Persian Asuka-9llll $100.6 mill.

Obllg. $1aa.a mill.
PM Sludt None

Common Start 41,515,243 she.
as d11/24/09
MARKET CAP: $1.5 bllllon (Mld Cap)

2007 zoos 9130109CURRENT POSITION
(HlLL.)

Cos Assets
Other
Current Assets

36.2
848.0
684.2

5.1
794.8
799.9

42.6
1067.1
1109.7

44.4
149.9
361.9
556.2
450%

61 .1
238.3
594.0
894.0
450%

64.4
260.8
378.1
703.3
461%

Accts Payable
Debt Due
Other
Currant Limb.
Fix. Chg. Cav.

ANNUAL RATES
d duane (per sh)
Revenues
"Cash Flow"
Egmmgs
Dlvidends
Book Value

Past Etfd 'as-'aa
5 Yu. b '12-'14

9.0% -.5%
6.0% 4.0%
7.5% 5.5%
5.0% 7.0%

11 .5% 8.0%
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ill Yrs.

17.5%
6.0%
7.5%
4.0%
8.5%
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2007
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2009

2010
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827.1
412.6
100

536.1
662.2
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441.1
720
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811.1 1178
801.3 987.5
a45 985

3299.6
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3816.2
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3250
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2009
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.267

.31

.34

.96

1.01
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s04.s

44.9

1164.5

41.9
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52.3

1830.8

56.8

2544.4

65.4

36.2%
5.0%

a1.a%

4.1%

38.0%

2.6%

38.7%

3.1%

39.4%

2.6%

45.7%

51.2%

47.0%

52.9%

50.1%

49.9%

50.6%

49.4%

38.1%

61.9%

590.4

705.4

620.1

730.6

706.2

743.9

7a2.4

756.4

676.8
as2.s

9.0*
14.a%
14.8%

9.0%

14.6%

14.6%

8.5%

14.8%

14.9%

8.7%

15.7%

15.1%

10.7%

15.6%

15.6%

5.0%
67%

5.4%

63%

6.1%

59%

6.9%

56%

7.7%

51%

78%
49%

a.5%

50%

8.3%

50%

3.5%

64%

9.5%

40%

7.2%

51%

w s
52%

RMlned m Com Eq
al Div'ds to nu Prof

5.5%
54%

BUSINESS: New Jersey Resources Corp. is a hading company
providing rataillwholesale energy secs. to customers in New Jersey.
and in states from the Gulf Coast lo New England, and Canada.
New Jersey Natural Gas had about 4a4.000 customers at 9/30108
in Monmouth and Ocean Cwntias. and other N.J. Counties. Fiscal
200a volume: 99.8 ball. al. TL (59% he, 6% interruptible industrial

and electric utility, 35% oil-system and capacity release). n.J. Natu-
ral Energy subsidiary provides unregulated retaillwhdesale natural
gas and related energy secs. 2008 de. rate: 2.9%. Has 854 employ.
Ott./dir. own about 1.7% of common (12109 PIouty). Chrmn., cho.
& Pres. : Laurence m. Downed. Inc.: NJ Addr.: 1415 Wyckoff Road.
Wall, NJ 07719. Tel.: 732-938-1400. Web: www.njresources.oom.

approved a
a s are paya-

lst. NJR's dividend yield is

TheGas (NJNG) divi-

gains. injections this past
it is in service and

New J° "°8' Resources performed well
in fiscal 2 09 (ended September 30th)
despite the difficult economy. The top
line declined 32% due to weak contribu-
tions from the NJR Energy Services unit.
That sc§ment was hit especially hard as a
result o lower commodity pricing and con-
sumer conservation efforts. On t e upside,
the New Jersey Natural
Zion managed to post incremental revenue

This stemmed from 5,850 new cus-
tomers and the completion of more than
700 natural gas heat conversions. All told,

e a r n i n g s  e s -
This

represent an 8% improvement
Increased contri-

and sta-
avera§es in the coming six to
(Time ness: 4). New Jersey Re-

to 2012-2014 is belowfear, even for a utili-
which alls on this

declined
at a double-digit clip this year. However,

reserves still more than

net. Meantime, N.IR's debt levels appear
in check, and easily serviceable. Also, of
note, management recently
9.7% dividend hike LO $0.34
be January
low. compared to other utilities we cover,
but the increase helps sweeten the deal.
New Jersey Resources' midstream as-
sets are starting to pick up steam.
Steckman Ridge storage foci tty began ac-
cepting natural gas
spring. Ar this point.
ready for the winter heating season. In
fact, that operation is expected to contrib-
ute $0.08-$0.12 to this year's bottom line.
These shares have fallen one notch on
our Timeliness Ranking System. They
are now ranked to lag the broader market

12 months
Also,

sources' appreciation potential for the pull

Ty, typically short
measure, compare to all equities covered
in the Value Line universe. Still, solid
dividend growth prospects may ap-
gead to income-oriente investors.
Ryan.L Fong December 11, 2009

share net decl ined roughly 11% , to $2.40.
W e  t r i m m e d  o u r  2 0 1 0
t i m a t e  b y  a  d i m e ,  t o  $ 2 . 8 0  a  s h a r e .
w o u l d  s r i  l
on a year-to-year basis.
buttons from midstream assets, additional
customers at the NJNG segment,
utilization in the decline of top- and
bottom-line contributions at the energy
services division underpin our expectation.
The company's financial position is
adequate. Cash and equivalents

those tallied $36
million, which should provide a nice safety

19.8
16.1

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10

- 7 . 5

ulllII1

HUH!!

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in early January, million, $921lshare.
(B) Diluted earnings. Qtly egg may not sum to April, July, and October. l Dividend reinvest- (E) ln millions, adjusted for splits.
total due to change in shares outstanding. Next went plan available. (F) Restated.
earnings report due late Jan. (D) Includes regulatory assets in 2009; $391.0
°  2009, Value Line publish Inc. All top resewed. Factual material is obtained (ram sources believed to be reliable and is provided without warranties of a",i kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN lot subscriber's own, non-commercial, internal use. 0 part
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pmuzy). Chairman Md cid Exeomvn Olfeer Russ saw ml In-
eolpolalad~ Ilimis Adams: 1844 Font Road. Napewle, Ilhols
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$0.99
For 20 I0,

quarter resul ts .  we look for sales to cont i

December I I , 2009

Ber 15th.
E a r n i n g s  w i l l  l i k e l y  b e  s o m e w h a t  f l a t ,
year  over  year .  Low usage and t he a fore-
ment ioned prob lems  in  t he sh ipp ing bus i -
ness shout w e i g h  o n  t h e  b o t t o m  i r e  i n
the months  ahead.  Therefore,  we look  f or
e a m l n gs  t o  d e c l i n e  s l i gh t l y  t o a
s hare  i n  t he  Dec ember  per i od .
we es t imat e  s hare  ne t  w i l l  adv anc e mod-
est ly to $2.85.
T h i s  s t o c k  i s  r a n k e d  t o  p e r f o r m  I n
l i n e  w i t h  t h e  m a r k e t  i n  t h e  y e a r
a h e a d .  N i c o r  h a s  u n i n s p i r i n g  n e a r - t e r m
p r o s p e c t s .  D e s p i t e  t h e  p o s i t i v e  S e p t e m b e r -

ue t o  f a l l  and  earn i ngs  t o  c hange l i t t l e  i n
the near term.  Look ing fur ther out ,  th is  ls -
sue has  below-average tota l  return poten-
t i a l  o v e r  t h e  2 0 1 2 - 2 0 1 4  t i m e  f r a m e .  A l l
t o l d ,  we  rec ommend mos t  i nv es t o rs  l ook
elsewhere. However,
I n c o m e - o r i e n t e d  a c c o u n t s  m aT y  w a n t
t o  c ons ider  t h i s  I s s ue .  S hares  o  GA S  o f -
f e r  a  y i e l d  w e l l  a b o v e  t h e  a v e r a ge  f o r  a
natural  gas  ut i l i t y  Accordingly ,  the s teady
payout  here may  e of  in teres t  to inves tors
seek ing current  income.
Richard Gal lagher

N l c o r p o s t e d bet t e r - t han-e : 8 : \ ec t ed
t h i r d - q u a r t e r  s h a r e  n e t .  A n d e e  ,  e a r n -
ings of  $0.30 a share eas i ly  topped our es-
t imate by  a quarter.  Lower expenses  were
the pr imary  reason for the s t rong showing.
Moreov er ,  t he  Gas  Di s t r i bu t i on  bus ines s
t urned I n  a  s o l i d quar ter ,  wh ic h a l s o c on-
t r ibuted to the be ormance.  However,
T h e  S h i p p i n g  s e g m e n t  c o n t i n u e s  t o
s t ruggle.  income in th is  d iv is ion fe l l  shor t
o f  t h e  p r i o r  y e a r ' s  m a r k  y e t  a ga i n .  T h e
weak  ec onom y  has  p res s u red  v o l um e  i n
t h i s  bus i nes s  i n  rec en t  m on t hs .  A l s o ,  o f
note, t h e  c o m p a n y recent ly acqui red
D e l u x e  F r e i gh t .  a  n o n  v e s s e l  o p e r a t i o n
c ommon c ar r i e r .  Th i s  ac qu i s i t i on  s hou ld
h e l p  N l c o r  e x p a n d  i t s  p o s i t i o n  i n  t h e
Caribbean shipping market .
T h e  c o m p a n y  r e c e i v e d  i t s  r e h e a r i n g
d e c i s i o n  f o r  i t s  r a t e  c a s e .  E a r l i e r  t h i s
year,  Nlcor was approved for a $69 mi l l ion
inc reas e in  bas e ra tes .  The c ompany  ap-
pealed the dec is ion and reques ted greater
re l i e f .  I n  Oc t ober .  t he  I l l i no i s  Commerc e
Com m i s s i on  approv ed  an  add i t i ona l  $11
m i l l i on  i nc reas e  t o  an  $80  m i l l i on  bas e ,
w h i c h  r e f l e c t s  a n  8 . 0 9 %  r e t u r n  o n  r a t e
base. This change went into ef fect  on Octo-

43.9
29.4

Target Price Range
2012 2014
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100
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64

48
1.111111

32

24
20
16

12

'I2-14

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Based on primary earnings thru. '96, then Excl. items from discontinued ops.: '93, 4¢, '96, men plan available. (C) in millions.
diluted. Excl. nonrecurring gard(loss): '97, 6¢, a0¢. Next egg. report due mid February.
'98, 11¢; '99, 5¢, '00, ($1.96), '01, 16¢, '03, (B) Dividends historically paid mid February,
(27¢), '04, (52¢); '05, 80¢, '06, (17¢); '07 (13¢). May, August, November. I Dividend reinvest-
e 2009, Value Line Publishing, Inc. All riglrrts resented. Factual material is obtained from sources believed pa be reliable and is provided without warranties of org kind.
THE PUBLISHER lS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. Thisémublication is strialy for subscriber's own, non-commerciaI,.rntemal.use. o part 1
al it may be reproduced, resold, stored or transmitted in any printed. electronic or other full, nr use for genuating or marketing any primed or electronic publication, sennce or pfodum.
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14oo

19W

s.0%

11.0%

11.0%

Recur on Total Cap'l

Rut um on Shr. Equity

Return on Com Equlty

1.0%

11.0%

11.0%

CAPrrAL smucnms as M wan/09
Tetll Debt $708.9 mill. Duo In 5 Yrs s173.8 mill.
LT Debt $637.0 mill. LT lntenlst $37.0 mill.

(Twin interest coverage: 4.0x)

Pension Assets-12/08 $163 mill.
Ohllg. S281mill.
Pad Stock None

Common sua26,517,363 shares
as M1081109
MARKET CAP s1.z bllllon (Mid Cap)

2007 zoos 980189

13.7
277.9
291.6
61.8
71.9

149.0
282.7
NMF

6.1
268.8
274.9
118.7
14a.1
122.1
389.9
408%

6.9
474.1
4a1 .0
94.4

248.0
208.9
551.3
393%

CURRENT POSITION
(lIILL)

Cas Assets
Other
Current Assets
Aids Payable
Debt Due
Other
Current Limb.
Ft. Chg.Cav.

ANNUAL RATES
d dungs (per sh)
Revenues
"Cash Flaw"
Eamlngs
Dividends
Book Value

Pas! Ell'd '05-'0l
s YN. m '11-'14
8.0% 4.0%
6.5% 4.5%
8.0% 5.0%
3.0% 6.5%
3.5% 5.0%

Pas!
la Yrs.

9.0%
3.5%
5.0%
2.0%
3.5%

Cal-
ondar

GUIRTERLY REVENUES (5 mill.)

Mar.31  Jun .30  Sep.30 D 4 3 1
Full
Year

200s

2o01
200s

2009

2010

111.0

183.2
191.3

149.4

125

114.9

124.2

109.1

116.9

t o o

390.4
394.1
387.7
437.4
375

336.9
331.7
349.2
321.3
350

1013.2
1033.2
1037.9
1025
950

Cal-
ondlr

EARNINGSPERSHARE*
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s

2001

zoos

goos

2010

1.15
1.11
1.25
1.26
1.32

1.48
1.11
1.62
1.12
1.12

d.35

d.22

d.38
d.25

d.30

.01
.10
.08
.12
.11

2.35
2.76
2.51
2.85
2.85

Cal-
endar

QUIRTERLYDMDENDSPAIDH

llar.31 Jun.30 Sen.30 00431
Full
Year

2005

20os

2007

2ooa

2009

.345

.355

.375

.395

.415

.325

.345

.355

.375

.395

.325

.345

.355

.375

.395

.325

.345

.ass

.375

.395

1.32
1.39
1.44
1.52

455.8
44.9

532.1

47.8

650.3

50.2

w.4
baa

611.3

46.0

707.6

50.6

910.5

58.1

35.4%
9.9%

35.9%

9.0%

35.4%

7.7%

34.9%

6.8%

3811*
1.5%

34.4%

1.1%

36.0%

6.4%

46.0%

49.9%

45.1%

50.9%

43.0%

53.2%

47.6%

51.5%

49.1%

50.3%

46.0%

54.0%

47.0%

53.0%

861.5

895.9

sa1.a

934.0

aa0.s

965.0

937.3

995.6

1006.6

1205.9

1052.5

1318.4

110B.4

1373.4

6.8%
g.7*
9.9%

6.7%

9.8%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

8.5%

5.1%

9.1%

9.0%

5.9%

5.9%

8.9%

6.5%

9.9%

9.9%

2.8%
74%

3.1%

70%

3.5%

67%

1.9%

79%

16*
72%

2.7%

69%

3.7%

63%

4.5%

59%

6.0%

52%

4.5%

59%

w s
55%

4.5%
sax

Rmlnad m Com Et
al Div'd£ m nu Prof

4.5%
61%

Owns local underground storage. Rev. breakdown: residential.
55%, commercial, 28%, industrial, gas transportation, and other,
17%. Employs 1_10s. Bardays Global owns 6.6% of shares. of-
lloers and directors, 1.4% (4/09 proxy). CEO: Gregg s. Kanlor. Inc.:
Oregon. Address: 220 NW 2nd Ave.. Portland, OR 91209. Tele-
phone: 503-226-4211. Internet: .nwnatural.com.

BUSINESS: Northwest Natural Gas Co. distributes natural gas to
90 communities, 660,000 arstomers, in Oregon (90% M customers)
and in southwest Washington state. Principal cities served: Portland
and Eugene, OR, Vancouver, WA. Service area population: 2.5 mill.
(77% in OR). Company buys gas supply loom Canadian and u.s.
producers, has transportation rights on Northwest Pipeline system.

p r e s e n t  o p e r a -
re t a i ns  par t  o f  t he  d i f -

and
recent

f r o ms  s w i n gs  b c -
Northwes t 's

. and two large 'Projects
materially to our recast.

has

have
risk-adjusted

au t om at ed  m et e r - read i ng s y s t em  s hou l d
help keep costs down.
S t e a d y  g r o w t h  f r o m
s o n s  i s  l i k e l y  o u t  t o  2 0 1 2 - 2 0 1 4
Northwest  Natural  had above-average cus-
t omc r  growt h  f o r  y ears  be f o re  t he
cris is .  and we think  cus tomer growth,
b o t h  n e w  c o n s t r u c t i o n  a n d  c o n v e r s i o n s
f rom o i l  and  e lec t r i c i t y .  w i l l  res ume nex t
y ea r .  T oward  t he  end  o f  ou r  ho r i z on ,  an
extens ion of  high-dens i ty  zoning southeast
o f  Por t l and c ou ld  add many  t hous ands  o f
new customers.

c o u l d  a d d
Nor t hwes t

w i l l  s o o n  s t a r t  c o n s t r u c t i o n  o f  t h e  G i l l
Ranch gas s torage project  in Cal i fornia,  in-
v e s t i n g  a r o u n d  $ 1 6 0  m i l l i o n  i n  t h e  f i r s t
s t age .  wh i c h  c ou l d  c om e on  s t ream  nex t
A u g u s t .  A n d  t h e  P a l o m a r  p i p e l i n e ,  a
p lanned j o i n t  v en t u re  w i t h  T rans  Canada
Gas ,  could s tar t  up by  2013.  The fu l l  800-
mi le p ipel ine would cons t i tu te a $400 mi l -
l ion investment  for Northwest 's  share.
T h e s e h i g h - q u a l i t y s h a r e s
w o r t h w h i l e  l o n g - t e r m
t o t a l  r e t u r n  p o t e n t i a l .
Sigourney B.  Romaine December I I ,  2009

Northwest Natural continues to
benefit from its gas cost-sharing ar-
rangement. In Oregon (90% of custom-
ers), the company
Terence between forecast ac tua l  gas
costs .  this  system was the main reason for
t he  re la t i v e l y  f a r  e  earn ing
tween 2006 and 2509,  t hous
c us t omer  ros t e r  grew a t  a  e t t e r - t han-2%
annua l  ra t e  un t i l  t he  rec es s i on .  T he  gas
cost-sharing rule accounted for most  of  the
earn i ngs  growt h  I n  2009  as  t he  c ompany
added jus t  0.7%  to i t s  cus tomer l is t  in the
las t  12 months.
L o w e r  r a t e s  w i l l  p r o b a b l y  h e l p  g a r n e r
n e w  c u s t o m e r s  i n  2 0 1 0 .  T h a n k s  t o  t h e
p lunge in  natura l  gas  cos t s  over  t he pas t
1 5  m o n t h s .  No r t h we s t  h a s  r e c e i v e d  a p
p r o v a l  t o  d r o p  i t s  r a t e s  a b o u t  1 6 %  i n
Oregon and 22%  in Washington.  Resul ts  in
2010 should a lso benef i t  f rom a new f i vc -
y ear  un i on  c on t rac t  s i gned  i n  J u l y  2009 ,
u n d e r  w h i c h  t h e  c o m p a n y more
f l ex i b i l i t y  and  t he  em p l oy ees  rec e i v ed  a
reasonable 2.3%  more in 2009 plus a guar-
anteed 1%  inc rease in each of  the coming
y e a r s .  M o r e o v e r ,  No r t h we s t  i s  p a r i n g a
f u r t her 50 t o  1 0 0  p o s i t i o n s ,  a n d  a  n e w

27.5
17.8

Target Price Range
2012 2014

120
100
80
64

48

32

24
20
16

12

1 |...

.l.ll
lllll

12-14

100
($0.06), .08 ($0.0a). SQ '09, e¢. Next earnings

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Diluted earnings per share. Excludes non- (B) Dividends historically paid in mid-February, (C) In millions, adjusted for stock split.
reruning items: '98, $0.15, '00, $0.11, '06, May, August, and November.

, , l Dividend reinvestment plan available.
report due early February.
o 2009, Value Line Publishir§, inc. All rights reserved. Factual material is obtained loom sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. rionmrnmerclal, Internal use. No part
of it may be reproduced, resold, stared or transmitted in any printed, electronic or other farm, service or product.

This publication is suictiy for subscriber's own,
Ur used for generating or marketing any primed of electronic publication, r III Mn
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PIE RATIO

ADIV'D
YLD 4.5% v

L
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E

3
2

TIMEUNESS Raised 6l15l07

sArETte NeW7l27l90

TECHNICAL 2 Raised 11l13I09

BETA .as (100 Market)

2012-14 PROJECTIONS
Ann'ITotaI

Price Gain Return
High 45 +90% 2 0 %
Low 30 i+ 25%l 1 0 %

Insider Declsions
JFMAMJJAS
100000000
000000000
100000000

(0Buy
Options
( 0 Sell

Institutional Decisions
mona 1a2 09 2Q20W

toBy 112 75 78
i0Sell 93 123 9 6
Hlwsloon 331 so 34611 33567

High:
Low:

18.1
13.9

18.3
14.3

19.0
14.6

19.0
13.7

22.0
16.6

24.3
19.2

25.8
21.3

28.4
23.2

28.0
22.0

35.3
21.7

32.0
20.7

,

. I J

ll

2013
LEGENDS

Emm ar ea: pnbr  lecesshm

1:4.0 x Dividends P sh
dlvldQd lg pnteres Rate
Reiatwe nee Strength

2-fof-1 spIlt 11/04
o lions:  Yes

Latest recessfbn began 12/07
.-."""°--

l11T .llllll
III I I

.1 I
I I I I" I I'll'

I
ill'

1
4

ll I
l '

»¢ .
*o 011 'Q

| 9
¢» /
s»s4»°*. 1

1 yr.
3 yr.
5 yr.

% TOT. RETURN 11/09
THIS

STGCK
-28.5

-4.6
22.2

VL ARITH.
INDEX

6 0 . 4

- 4. 1
22. a

Percent
shares
traded

7.5
5

2.5

I l l l , . u I I I I
*no

I .1;.
• •

I. In

i n

I ..|

I .I I I

I I
2001

17.06

1.81

1.01

.76

1.29

5.63

64.93

16.7

.86

4.5%

1107.9

65.5

34.6%

5.9%

47.6%

52.4%

1069.4

1114.7

7.9%

11.7%

11.7%

H I II I  I I I
ll
II

I

.I
2006

25.80

2.51

1.27

.95

2.74

11.83

74.61

19.2

1.04

3.9%

1924.7

97.2

34.2%

5.0%

48.3%

51.7%

1707.9

2075.3

7.2%

11.0%

11.0%

I
I

I I I I

I

2009 2010 © VALUE LINE PUB., INC 12-14
22.80

2.85

1.60

1.07

27.80

3.10

1.85

1.11

Revenues per sh A

"Cash FloW" per s h

Earnings per sh B

Div'ds DecI'd per s h C l

31.20

3.45

2.10

1.23

2.40

12.60

2.15
13.15

Cap'I Spending per sh
Book Value pershD

2.35
15.15

73.00 72.00 Common Shs Outs!'g E 10.00

Bold fig.
Value
destin

vies are
Une
ates

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann'IDiv'd Yield

18.0
1.50

3.3%

1665

115

2000
135

Revenues ($mill) A
Net Profit ($miII)

2185

150

35.0%

7.0%

35.0%

6.7%

Income Tax Rate
Ne\Profit Margin

35.0%

6.8%

48.0%

52.0%

48.7%

51.3%

Long-Term Debt Ratio
Common Equity Ratio

48.0%

52.0%

1765

2250

1845
2300

Total Capital ($mill)
Net Plant ($miII)

2035

2450

8.0%

12.5%

12.5%

8.5%

14.0%

14.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.5%

14.0¢/

14.0%

2003
18.14

2.04

1.11

.Hz

1.16

9.36

67.31

16,7

.95

4.4%

1220.8

14.4

34.8%

6.1%

42.2%

57.8%

1090.2

1812.3

8.5%

11.8%

113%

2004
19.95

2.31

1.27

*85

1.85
1115
76.67

16.5

.88

4.1%

1529.7

95.2

35.1%

6.2%

43.6%

56.4%

1514.9

1B49.B

7.8%

11.1%

11.1%

.2005
22.96

2.43

1.32

.91

2.50

11.53

78.70

17.9

.95

3.8%

1761.1

101.3

33.7%

5.8%

41 .4%

58.6%

1509.2

1939.1

8.2%

115%

11.5%

2007
23.37

2.64

1.40

.go

1.85

11.99

73.23

18.7

.kg

3.8%

1711.3

104.4

33.0%

6.1%

48.4%

51.6%

1703.3

2141.5

7.8%

11.9%

11.9%

2008
28.52

2.77

1.49

1.03

2.47

12.11

73.26

182

1.15

3.8%

2089.1

110.0

36.4%

5.3%

47.2%

52.8%

1681.5

2240.8

8.2%

12.4%

12.4%

1993 1994 1995 1996 1997 1998 1999

10.57

1.14

.73

.48

10.82

1.13

.68

.51

8.76

1.25

.73

.54

11.59

1.49

.B4

.57

12.84

1.62

.93

.61

12.45

1.72

.98

.64

10.97

1.70

.93

.SB

1.58

5.45

1.95

5.68

1.72

6.16

1.64

6.53

1.52

6.95

1.48

7.45

1.58

7.86

52.30 53.15 57.67 59.10 60.39 61.48 62.59

15.4

.91

4.3%

15.7

1.03

4.8%

13.8

.92

5.4%

13.9

.87

4.9%

13.6

.78

4.8%

16.3

.as

4.0%

11.1

1.01

4.1%

CAPITAL STRUCTURE as Of 7/31/09
Total Debt $1080.s mill. Due in 5 Yrs $150.0 mill.
LT Debt $792.8 mill. LT Interest $55.5 mill.
(LT interest earned:4.0x, total interest coverage:
3.7x)

Pension Assets-10/08 $150.3 mill.
Oblig. $143_5 mm.

Pfd Stock None

Common Stock 73,110,548 she.
as of 10/31/09
MARKET CAF: $1.8 billion (Mid Cap)

2007 2008 7/31/09

7.5
427.8
435.3
143.6
195.0
85.9

424.5
309%

7.0
593.8
600.8
132.3
436.5
112.7
681.5
341%

13.2
481 .2
494.4

77.7
287.5
136.4
501 .6
350%

CURRENT POSITION
(SM1LL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

ANNUALRATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10Yrs.

7.5%
5.0%
4.5%
5.0%
5.5%

Past
5 Yrs.
10.0%
7.0%
6.5%
4.5%
6.0%

Est'd '06-'08
to '12-'14

3.0%
4.5%
8.0%
3.5%
4.0%

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A

Jan.31 Apr.30 Jul.31 0c1.31

Full
Fiscal
Year

2006
2007

2008

2009

2010

237.9
224.4
354.7
180.2
275

921 .4
877.2
788.5
779.6
B40

282.2
278.2
311.7
249.8
350

483.2
531.5
634.2
455.4
535

1924.7
1711.3

2089.1

1665

2000

Flscal
Year
Ends

EARNINGS PER SHARE A B
Jan.31 Apr.30 JuI.31 0ct.31

Full
Fiscal
Year

2006

2001

2008

200g

2010

d.08
d.11
d.18
d.13
d.07

d.16
d.12
d.10
d.10
d.05

.94

.94

1.12

1.10

1.17

.57

.69

.66

.73

.80

1 .27
1.40
1.49
1.60
1.85

Cal-
endar

QUARTERLY DIVIDENDS PAID CI

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2005

2006

2007

200a
2009

.23

.24

.25

.26
77

.23

.24

.25

.26
77

.215

.23

.24

.25
pa

.23

.24

.25

.26
27

.91

.95

.99

1.03

3.3%
72%

3.5%

71%

30%
75%

1 ,7%

83%

3.1%

74%

3.7%

66%

3.6%

68%

28%
74%

3.5%

70%

3.9%

89%

4.0%

67%

5.5%

60%

Remained to Cum Et

All Div'ds to Net Prof

6.0%

58%

8.7 years. Non-regulated operations: sale of gas-powered heating
equipment, natural gas brokering, propane sales. Has about 1,833
employees. Officers & directors own about 1.1% of common stock
(1/09 proxy). Chairman, CEO, & President: Thomas E. Skains. Inc.:
NC. Address: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tel-
ephone: 704-364-3120. Internet: www.piedmontng.com.

BUSINESS! Piedmont Natural Gas Company is primarily a regu-
lated natural gas distributor, sewing over 935,724 customers in
North Carolina, South Carolina, and Tennessee. 2008 revenue mix:
residential (39%), commercial (24%), industrial (12%), other (25%).
Principal suppliers: Transco and Tennessee Pipeline. Gas costs:
73.5% of revenues. '08 depress. rate: 3.2%. Estimated plant age:

chase one million shares of common stock
in 2010 should also help boost share net.
We look for an almost 7.5% advance in
the fiscal 2009 bottom line. At last tally,
the company had added more than 9,000
new customer accounts this year. Coupling
that with higher uti l i ty margins due to
price hikes associated with the relatively
recent rate-case approval should more
than offset the lower volumes, and equate
to the aforesaid earnings boost.
Fiscal 2010 prospects appear a bit
rosier than previously expected.
Higher-than-expected guidance has
prompted us to lift our 2010 earnings es
timate accordingly. We have raised that
figure by 9%, to $1.85 a share.
All told, these shares have appeal as
an income vehicle, as they offer a slight-
ly higher dividend yield compared to the
rest of the utilities covered in the Value
Line universe. Furthermore, the stock's
Above-Average Safety rank (2), and top
mark for Price Stability should be comfort-
ing to conservative accounts. Meanwhile,
PNY is ranked to keep pace with the
broader market in the coming year.
Bryan J Fong December II, 2009

Piedmont Natural Gas posted mixed
operating results for most of fiscal
2009 (ended October 31), Top-line volumes
were on the decline as a result of lower
commodity pricing, customer conservation
efforts, and economic headwinds. However,
tight cost controls, last year's rate case in-
crease in North Carolina, and continued
customer additions have helped to widen
margins and boost the bottom line by 3%
for the first nine months of 2009.
Meantime, the company plans to
restructure its Southstar Energy unit.
Piedmont currently owns a 30% stake in
Southstar. The plan is to sell off 50% of
that stake to AGL Resources for about
$57.5 million. Thus, this would free up
some cash for PNY to pump into its regu-
lated business operations. At this point,
the deal is expected to close sometime in
the first quarter of fiscal 2010.
Piedmont's overall financial position
appears to be improving. Its cash ac-
count rose about 89% compared to last
year. That, coupled with the sale of a par-
tial stake in Southstar, should leave it
well funded to maintain its capital expan-
sion agenda. Meantime, plans to repur-

19.7
11.8

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10

- 7 . 5

-

llllii

III

III

686.5

58.2

39.7%

8.5%

45.2%

53.8%

914.7

1047.0

8.1%

11.8%

11.B%

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

B++
100

A) Fiscal year ends October 31st. may not add to total due to change in shares l Div'd reinvest. plan available, 5% discount.
B) Diluted earnings. Excl. extraordinary item: outstanding. (D) Includes deferred charges. In 2008: $16.3

'00, 8¢. Excl. nonrecuning charge: '91, 2¢. (C) Dividends historically paid mid-January, million, 22¢lshare.
Next earnings report due early Feb. Quarters April, July, October. (E) In millions, adjusted for stock split.

cf 2009, Value line Publishing, Inc. All rights resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. non-commecial, internal use. No part
of it may be reproduced. resold. stored or transmitted in any printed, electronic Ur other In rm, service or product.

This publication is strictly lot subscriber's own,
or used for generating of marketing any printed or electronic publication, i III Mn



S0UTHJERSEYI» NYSE-SJI 36.55RECENT
PRICE

PIE
RATI0 15_3(J.':3::s§1238)

RELATIVE
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2
TIMELINESS 3 UJW8f8d 8I14l09

sArETte Lowaed 1/4191

TECHNICAL 3 Raised 10l23l09

BETA .65 (1.00=Market)

2012-14 PROJECTIONS
Ann'l Total

Return
1 1 %

3 %

Price Gain
High 50 (4-35%
Low 35 (-5%
Insider Decisions

J  F  M  A  M  J  J  A  s
0  0  1  0  0  0  0  0  0
0  0  0  0  0  0  0  0  0
0  0  4  0  1  2  0  2  0

to Buy
Options
IoSell

Institutional Declslons
492008 1Q1009 202009

7 5 73 7 0
69 70 7 8

16545 16545 15858

t4aEu
to $4
Hld's(0ll0

High :
Low:

15.4
11.0

15.4
10.8
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13.8

18.3
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20.3
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24.9
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25.6

41.3
31.2

40.6
25.2

40.8
32.0
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STOCK
-4.3

18.7
64.0

VLARITH.
INDEX

60.4
-4.1
22.3

1 yr.
3 yr.
5 yr.

15
10
5

Percent
shares
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1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 200s
17.03

1.54

.78

.72

17.45

1.35

.61

.72

16.50

1.65

.83

.72

16.52

1.54

.85

.72

16.18

1.60

.86

.72

20.89

1 .44

.64

.72

17.60

1.84

1.01

.12

22.43

1.95

1.08

.73

35.30

1.90

1.15

.74

20.69

2.12

1.22

.75

26.34

2.24

1.37

.78

29.51

2.44

1.58

.82

31.78

2.51

1.71

.86

31.76

3.51

2.46

.so

1.87

7.17

1.93

7.23

2.08
1 %

2.01

8.03

2.30

8.43

3.06

6.23

2.19

6.74

2.21

1.25

2.a2

7.B1

3.47

9.67

2.36

11.25

2.67

12.41

3.21

13.50

2.51

15.11

19.61 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41 26.46 27.76 28.98 29.33

15.8

.93

5.9%

16.1

1.06

7.4%

1 2 2

.82

7.2%

13.3

.83

G.4%

13.8

.80

G.1%

21.2

1.10

5.3%

13.3

.76

5.4%

13.0

.85

5.2%

18.6

.70

4.7%

13.5

.74

4.6%

13.3

.76

4.3%

14.1

.74

3.7%

16.6

.as

3.0%

11.9

, m

3.2%

2007
32.80

3.20

2.09

1.01

1.88

16.25

29.61

17.2

91

2.8%

95e,4

61.8

41.9%

6.5%

42.7%

57.3%

839.0

948.9

8.8%

12.8%

12.8%

2008
32.36

3.48

2.27

1.11

2.08

17.33

29.73

15.9

.95

3.1%

962.0

67.7

47.7%

7.0%

39.2%

60.8%

845.0

982.5

8.5%

13.1%

13.1%

2009
29.85

3.45

2.35

1.22

2.70

18.65

29.50

Bold fig
W e
est/n

aa0

10.0

36.0%

0.0%

37.5%

62.5%

885

1oa0

9.0%

12.5%

12.5%

2010 © VALUE UNE PUB., INC

31.65

3.75

2.60

1.34

Revenues per sh

"Cash FloW" per sh

Eamlngs per sh A

Div 'ds Decl'd per sh s I

37.50

4.20

3.15

1.60

2.85

20.00

Cap'l Spending per sh

Book Value per sh c

3.15

21.90

30.00 Common Shs0utst'g ° 32.00
rman
Unc
Nu

Avg Ann'IPIE Ratio
RdafivePE Ratio
Avg Ann'l Div'dYield

14.0
.95

3.6%

950

s0.o

Revenues ($miII)

Net Pwllt ($min)

1200

100

38.0%

8.4%

Income Tax Rate

NM PPM Margin

40.0%

8.3%

35.5%

64.5%

Long~Tem1 Debt Ratio

Common Equity Ratio

36.5%

63.5%

935

1075

Total Capital ($milI)

nm PI8fli($l11iII)
1100

1250

9.5%

13.5%

13.5%

Recur on Total Cap'I

Rayburn on Shi. Equity

Return on Com Equity

10.0%

14.5%

14.5%

CAPITAL STRUCTURE as of snolns
Total Debt $513.6 mill. Due in s Yrs $246.0mill.
LT Debt $332.7 mill. LT Interest$15.0 mill.
(Total interest coverage: 5.1x)

Pension Assets~12l08 $88.3 mill.
Obllg. $142.7 mill,

Pfd Stock none

Common Stock29,796,232 mammon she.
as of 11/2/09

MARKET CAP: $1.1 billion (owcap)

200s 9/30/092007

5.8
429.3
435.1
120.2
237.6
142.1
499.9
598%

11.7
3165
328.3
101.2
118.4
1087
328.3
476%

3.2
328.5
331 .7
65.7

180.9
130.1
376.7
502%

CURRENT posmon
($m1LL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Uab.
Fix. Chg. Cov.

Past
la Yrs.

Past
s Yrs.

3.0%
10.0%
13.0%

8.0%
11.0%

ANNUAL RATES
a mange (per sh)
Revenues
"Cash Flow"
Egqnlngs
Dlvldends
Book Value

6.0%
8.5%

11 .5%
3.5%
9.0%

E$t'd '06-'08
IT '12~'14

2.5%
3.5%
5.5%
8.0%
5.0%

Cal-
en¢ar

QUARTERLY REVENUES (S mil.)

Ma1z31 Jun.30  Sep.30 Dec.31
Full
Year

2000

2007
2008

2009

2010

153.8
171.7

135.8

134.5

160

372.6
ass.4
348.1
362.2
350

154.1

155.2
210.4

127.1

160

250.3
260.1
267.7
256.2
280

931 .4

9 5 6 4

962.0

880

950

Cal-
endar

EARNINGSPERSHARE*
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s
2007
2008
2009
z010

.51
4.05
.04

d.06
.10

1.06
1.30
1.32
1.46
1.45

.69

.63

.67

.80

.85

.20

.21

.26

.15
.20

2.46
2.09
227
2.35
2.60

cal-
endar

QUARTERLY DMDENDS PND 91

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2005

200s

2007

200a

2009

.438

.470

.515

.568

.628

.213

.225

.245

.270

.298

.213

.225

.245

.270

.298

.as

.92
1.01

1.11

392.5

22.0

515.9

24.7

837.3

26.8

505.1

29.4

696.8

34.6

819.1

43.0

921.0

48.6

931.4

72.0

42.8%
5.6%

43.1%

4.a%

42.2%

3.2%

41.4%

5.8%

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

41.3%

7 1 %

53.8%

37.0%

54.1%

37.6%

57.0%

35.9%

53.6%

46.1%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1%

44.7%

55.3%

405.9

533.3

443.5

562.2

516.2

607.0

512.5

666.6

608.4

748.3

675.0

799.9

710.3

877.3

8011

920.0

7.4%

11.7%

14.6%

7.4%

12.1%

14.8%

6.9%

12.1%

12.8%

7.6%

12.4%

12.5%

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

10.1%

16.3%

16.3%

42%
72%

4.8%

67%

3.5%

76%

4.7%

62%

5.0%

57%

5.9%

52%

5.2%

50%

10.2%

37%

6.7%

48%

6.7%

49%

6.0%

51%

6.5%

50%

Rdalnod to Com Et

All Div'ds to Net Prof

7.0%

51%

induce: South Jersey Energy, South Jersey Resouroes Group,
Marina Energy, and South Jersey Energy Service Plus. Has 602
employees. Off.ldir. control 1.0% of com. shares, Barclays, 75%,
Keeley Asset Management, 5.6% (aloe proxy). Chm tn. & CEO; Ed-
ward Graham. Itcorp.: NJ. Address: 1 South Jersey Plaza, Folsom,
NJ 08037, Tel.: 609-561-9000. Internet: .sjindustries.wm.

BUSINESS: South Jersey Industries, Inc. is a holding company. Its
subsidiary. South Jersey Gas Co., distributes natural gas to
1440.136 wstomers in New Jersey's southern counties, which
covers about 2,500 square miles and includes Atlantic City. Gas
revenue mix '08: residential, 46%, commercial, 23%, cogeneration
and balearic gateration, 6%, industrial, 25%. Non-utility operations

S o u t h  J e r s e y  I n d u s t r i e s r e l a o r t e d
l o w e r  r e v e n u e s  a n d  a  s h a r e  a s s  o f

higher pension expense hurt results.
South Gas

December II, 2009

from customers looking to convert from
other fuel sources to natural gas. Intensive
marketing efforts should also pay off here.
The fi l ing of a base rate case in 2011
should benefit performance at this busi-
ness in the coming years. We expect solid
results from the company's nonutility op
rations, as well. Overall, we anticipate

healthy growth in revenues and share
earnings ram 2010 onward.
The board of directors has approved a
dividend increase. Startin with the De-
cember payout, the quarter dividend is
now $0.33 per share, an increase of 11%.
The Romany has established an encourag-
ing trap record of dividend growth in
recent years, and we expect this pattern to
continue.
These shares remain neutrally ranked
for Timeliness. We anticipate higher rev-
enues and share earnings at the company
by 2012-2014. In addition, SCI earns high
marks for Safety, Price Stabil i ty, and
Earnings Predictability. From the present
quotation, this issue has subpar, although
fairly well-defined, total return potential
for the coming years.
Michael Napoli, CPA

$0.06 for the third quarter. Softness in
the economy, less favorable weather, and

Util i-
ty Jersey posted a slightly
greater net loss. Losses are common for
this business in the third quarter, though,
due to a lack of heating demand. Mean-
while. the on-site energy production unit
reported lower net income for the period.
This was a result of lower air conditioning
demand from SJI's energy facilities due to
mild summer temperatures and reduced
customer usage levels experienced at the
facilities served. Moreover, the retail serv-
ices and asset management 8; marketing
businesses also posted unfavorable results
in the recent period. Looking forward, we
anticipate a positive earnings comparison
for the fourth quarter, and higher share
net for full-year 2009.
Long-term respects appear  favor-
able. South Jersey Gas continues to expe-
rience growth in its customer base. Natu-
ral gas remains the fuel of choice within
SJG's service territory. Moreover, the utili-
ty continues to see considerable interest

15.1
12.3

Target Price Range
2012 2014

80

60
50
40

30
25
ZN

15

10

7.5

I  2 - 1 4

B++
100

$2.10, '08, $2.58. Excl. nonrecur. gain (loss):

Company's Financial Strength
Stock's Price stability
Price Growth Persistence
Eamings Predictability

(A) Based on GAAP EPS through 2006, eco- disoont. ops.: '99, ($0.02), '00, ($004), '01, are, (B) Div'ds paid early Apr., Jul., Oct., and
comic earnings thereafter. GAAP EPS: '07, ($0.02), '02, ($0.04), '03, ($0.09), '05, ($0.02), late Dec. I Div. reinvest. plan avail.

'06, ($0.02), '07, $0.01. Earnings may not sum (C) Incl. regulatory assets. In 2008: $270.4
'01, $0.13, '08, $0.31. Excl gain (losses) from due to rounding. Ne>u egg. report due in Febru- mill., $9.10 pershr, (D) In millions, adj. for split. |

' 2009, Value line publish inc, All rights regen/ed. Factual material is obtained trim sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use. No pan l

service or product.
This publication is strictly for subscriber's own,

of it may be reproduced. resold, stored or transmitted in any primed, electronic Ur other form, or used fur generating or marketing any printed or electronic publication,
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DIVD
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TIMELINESS 3
3

Raised5/23/08

S AF E W Luwered 114191

TECHNICAL 3 Raised9/18/09

BETA .75 (1.00=Market)

2012-14 PROJECTIONS
Ann'I Total

Return
1 6 %

6 %

Price Gain
High 45 +70%
Low 30 (+10%l
Insider Decisions
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operating In an unfavora ac

l 4
expenses also

thanks m the lower c t  al ' sold,

depreciation expense.
of

i t

Warmer-than-normal

the company.
west will probably incur greater aerating

n addi-
during the second
Looking forward, we anticipate lower reve-

share for the
Moder-

wil l
company

given the
Still.

designed to encourage
efforts while insulating

Southwest from the impact of lower cos
tamer usage. This follows prior rate case
settlements in California and Arizona. The
company's focus own procuring rate relief
and improving rate design Is Important. as
such approved revenue increases help it
cope wit *=I§g==f eratlng expenses.
Investors s . . . . l 'I l '» .  aware of several
caveats. tempera-
tures during the winter can hum profita-
bi l i ty at Moreover. South-

c ts as ll. continues to expand.
son. lnsufltclent. or lagging. rate relief
may hurt performance.
These shares are ranked to track the
broader market for the coming six to
12 months. Income-seeking investors may

this prospects for dividend
attractive. However. its total

December ll, 2009

find stock's
growth r t*
tum potential is somewhat below =*="» g=-
for a util ity. It may take a while for t e
overbuilding that occurred in the compa-
ny's operating territory around mid-decade
to be absorbed.
Michael Napoli, CPA

Southwest Gas reported lower reve-
nues for the third
ny has been
environment in recent periods. character-
lzed by anemic customer growth. That
said, fel l  in the interim,

gas a
dedlne in construction expenses, reduced

and the effective use
technoloqa Southwest Gas posted a

share loss o $0.18. much lmgroved from
the prior-year tally Due to t e seasonal
nature of the business, losses are common

and third quarters.

hue but higher ==f"";,5=
fourth quarter and full-year 2 9.
ate share-eamln growth probably
continue In 20%. The has
reduced its capital expenditures,
current low-growth environment.
Southwest continues to upgrade and ex-
glnd its distribution system.

e o o m r a n y  r ec en t l y  r ec e i v ed  a
$11.1 mill on annualized general rate
increase In Nevada, effective in Novem-
ber. It also received authorization to estab-
lish a margin tracking (decoupling) me-

23.0
16.9

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10

7.5

\Ill
ml ti I

ml. l llllllll
mlllllllllll

I 2-14

vestment and stock purchase plan avail.
(C) In millions.

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Based on avg, shares outstand. thru '96, ops.: '95, 75¢. Totals may not sum due to
then diluted. Excl. nor rec. gains (losses): '93, rounding. Next egg. report due in February.
8¢, '97, 16¢, '02, (10¢), '05, (11¢), '06, 7¢. Ind. (B) Dividends historically paid early March,
asset writedown: '93, 44¢. Excl. loss from disc. June, September, December. It Div'd rein-
o 2009, Value Line Publishing. Inc. All rights reserved. Factual material is obtained from sources believed to be reliaNt and is provided without warranties al any kind. 1
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. non-commerclal, Internal use. No pan
of it may be reproduced, resold. stored or transmitted in any printed, electronic or other farm. service or product.

This uublication is strictly for subscriber's own, . .
or use for generating Ar marketing any printed or electronic publlcauon.
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WGLHOLDI \ GS NYSE-WGL 31.81RECENT
PRICE $1.0 13.5(I.':3::s;1§:3)

RELATIVE

PIE RATIO 0.82
ADIVD

YLD 4.7% L

UE
E

TIMELINESS 4 Lowefed 11l2llI09
sAFEr 1 Raised 4I2I93
TECHNICAL 3 Raised 10l23l09
BETA .65 (100=M8Ik€\)

2012-14 PROJECTIONS
. _ Ann'ITotal

Prlce Galn Return
High 45 +40% 1 2 %
Low 35 + 10% 7 %
Ins ider Decis ions

to Buy
Options
1°Sell

J  F M A M J  J  A  s
0  0  0  0  0  0  0  0  0
0  1  0  0 0  0  0  0  0
o  4  1  0  2  0  0  1  0

Institutional Decisions
401008 10200e 201009

to Buy 94 9 7 8 5
w Sell 95 96 98
Hld's(00!l 31580 3091 g 31333

High :
Low:

30.8
23.1

29.4
21.0

30.5
25.3

29.5
19.3

28.8
23.2

31.4
26.7

34.8
28.8

33.6
27.0

35.9
29.8

37.1
22.4

35.5
28.6

I 1.-vu-. _ z

2013
LEGENDS

1:30 x Dividends P sh
dlvldgd Hg }nteres Rate

. . Relative nee Strength
Ogtmns: Yes

haded area: prior recesslbn
Latest recess/bn began 12/07
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3 yr.
5 yr.

% TOT. RETURN 11/09
THIS

STOCK
-8.7
8.7

29.2

VL Aklm.
INDEX
60.4
-4. 1

22.3

18
12
6

Percent
shares
traded
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2007

53.51

3.89

2.10

1.37

3.33

19.83

49.45

15.6

.82

4.2%

2646.0

102.9

39.1%

3.9%

37.9%

60.3%

1625.4

2150.4

7.6%

10.2%

10.4%

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 z 004 2005
21.55

2.25

1.31

1.09

21.69

2.43

1.42

1.11

19.30

2.51

1.45

1.12

22.19

2.93

1.85

1.14

24.16

3.02

1.85

1.17

23.74

2.79

1.54

1.20

20.92

2.74

1.47

1.22

22.19

a.20

1.79

1.24

29.80

3.24

1.88

1.26

a2.ea

2.68

1.14

1.27

42.45

4.00

2.30

1.28

42.93

3.87

1.98

1.30

44.94

3.97

2.13

1.32

2.43

11.04

2.84

11.51

2.63

11.95

2.85

12.79

3.20

13.48

3.62

13.86

3.42

14.72

2.67

15.31

2.68

15.24

3.34

15.78

2.65

16.25

2.33

16.95

2.32

17.80

41.50 42,19 42.93 43.70 43.70 43.84 46.47 46.47 48.54 48.56 48.63 4s.s7 48.65

15.6

.92

5.3%

14.0

.92

5.6%

12.7

.85

6.1%

11.5

.72

5.4%

12.1

.73

5.0%

11.2

.BE

4 5 %

17.3

.go

4.8%

14.6

.95

4.8%

14.7

.75

4.6%

2a.1

1.26

4.8%

11.1

.63

5.0%

14.2

.75

4.6%

14.7

.78

4 2 %

2008
52.85

4.84

2.44

1,41

2,70

20.99

49.92

13.7
,as

42%

2628.2

122.9

37.1%

4.7%

35.9%

62.4%

1679.5

2205.3

8.5%

11.4%

11.6%

2009 2010 @VALUE UNE PUB., INC 12-14
54.15

4.40

2.53

1.41

55.00

4.2o

2.30

1.51

Rewnues per sh A

"Cash Flow" per sh

Eamings per sh B

Dlv'ds Ded'd per sh Cl

58.40

4.75

2.75

1.63

3.00

22.05

3.00
2zs0

Cap'I Spending w sh
Book Value per sh °

2.50
25.95

50.00 50.00 Common Shs0utst'g E 50.00

sou we
Value
ostin

Ins an
Lino
Nts

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

15.0

1.00

4.0%

2706.9

127.0

2750

115

Revenues ($mill) A

nu Profit (small)
2920

14o

37.0%

4.7%

37.0%

4.2%

Income Tax Rate

Net Profit Margin

38.0%

4.8%

36.5%

61.9%

35.5%

62.5%

Long»TermDebt Ratio

Common EquityRatio

34.5%

64.0%

1780

2325

1020

2420

Total capital (small
Not pIanl($mill)

2025

2720

6.3%

11.5%

12.0%

7.5%

10.0%

10.5%

Recur on Total Cap'I

Rot um on Shi. Equity

Recur on Com Equity

8.0%

10.5%

11.0%

CAPITAL STRUCTURE as of 9/30/09
Tomas Debt $828.3 mill. Due in 5 Yrs $256.7mill.
LT Debi $581 .8 mill. LT Interest $404mill.
(LT interest earned: 5.9x. total interest coverage:
5.2x)
Pension Asse15-9/09$550.0 mill.

Oblong.$678.1 mill,
Prdefre4 Stock $28.2 mill. Pfd. Dlv'd$1.3 mill.

Common Stock 50.264.447 she.
as ol10/31/09

MARKET CAP: $1.6 billion (Mid Cap)

2007 2008 9130109

7.9
675.6
683.5
213.5
266.5
154.6
634.6
500%

4.9
568.8
573.7
216.9
205.4
134.8
557.1
432%

6.2
736.1
742.3
243.1
347.0
158.4
748.5
490%

CURRENT POSITION
(WLL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Omaha
Current Limb.
Fix. Chg. Cov.

Past
10 Yrs.

8.5%
3.5%
2.0%
1.5%
4.0%

ANNUAL RATES
of change (perch)
Revenues
"Cash Flow"
Eanjnmgs
DWldends
Book Value

Est'd '00-'08
to '12.'14

1.5%
3.0%
4.0%
3.0%
4.5%

Past
5 Yrs.
9.0%
4.0%
4.0%
1.5%
4.5%

Flscal
Year
Emfs

QUARTERLY REVENUES (8 milL) A

Dec.31 Man31 Jun.30  Sep .30

Full
Fiscal
Year

200s

2001
2008

2009

2010

346.9
467.5
464.7
427.0
455

323.6
3 2 5 ]
391.9
412.8
415

902.9 1064.5
732.9 1119.9
751.5 1020.0
B262 1040.9
830 1050

26378
2646.0
2628.2
2706.9
2750

Fiscal
Year
Ends

EARNINGS PER SHARE A B
Dec.31 Man31 Jun.30 Sep.30

Full
Fiscal
Year

200s

2007

2008

2009

2010

1.17
1.27
1.66
1.65
1.58

d.15
d.31
d.24
d.25
d.30

.93

.92

.96
1.03
.95

d.01
.22
.06
.11
.07

1.94
2.10
2,44
2.53
2.30

Cal-
endar

QUARTERLY nmufuns PAID c I

Mar.31 Jun.30 Sep.30 Dea31
Full
Year

2005

200s

2007

200s

2009

.333

.338

.34

.36
.37

.ala

.338

.34

.36

.37

.325

.333

.34
.34
.38

.333

.338
.34
.36
.37

1.a2
1.34
1.ae
1.42
1.47

972.1
68.8

1031.1

84.6

1446.5

89.9

1584.8

55.7

20642
112.3

2089.8

98.0

2186.3

104.8

36.0%
1.1%

36.1%

8.2%

39.6%
8.2%

34.0%

3.5%

38.0%

5.4%

38.2%

4 1 %

37.4%

4.8%

41.5%

56.1%

43.1%

54.8%

41.7%

56.3%

45.7%

52.4%

43.8%

54.3%

40.9%

57.2%

39.5%

58.6%

1218.5

1402.7

1299.2

1460.3

1400.8

1519.7

1462.5

1606.8

1454.9

1874.9

1443.6

1915.6

14781

1969.7

7.1%
9.7%
9.9%

7.9%

11.4%

11.7%

7.9%

11.0%

11.2%

5.3%

7.0%

7.2%

9.1%

13.7%

14.0%

8.2%

11.5%

11.7%

8.5%

11.7%

12.0%

1.8%

82%

3.7%

69%

3.8%

67%

NMF

112%

62%
56%

4.1%

65%

4.6%

62%

3.2%

69%

3.5%

as%

5.0%

57%

4.7%

58%

3.5%

65%

Retained to Com Et

All Div'ds to Net Prof

4.5%

59%

BUSINESS: WGL Hidings, Inc, is the parent of Washington Gas
Light, a natural gas distributor in Washington, D,c. and adjacent
areas of VA and MD to resident'l and comm'l users (1,053,032
meters). Hampshire Gas. a federally regulated sub., operates an
underground gas-storage facility in WV. Nor regulated subs.:
Wash, Gas Energy Svgs. sells and delivers natural gas and pro-

vides energy related products in the D.C. metro area, Wash. Gas
Energy Sys. designshnstalls comm'l heating, ventilating, and air
bond. systems. American Century Inv. own 7.1% of common stock,
Ofl./dir. less than 1% (1/09 proxy). Chrmn. & CEO: Tend o. Mccal-
Iister. Inc.: Dis. and VA. Addr.: 1100 H St., N.W.. Washington, D.C.
20080. Tel.: 202-624-6410. Inlemet www.wglholdings.com.

W G L
( e n d e d

f iscal ]  2009
30 t h )  w i t h  decen t

f e r  a n  a t t r a c t i v e
good d iv idend-y ie ld ing
when the s tock 's

p o i n t  i n t o  t h e s e
especial]i i

(A ) ,  and  t op  m arkr e c o u p -

An appl icat ion for  a rate decoupler  in  V i r -
gin ia should help reduce earnings  volat i l i -
t y ,  The recent  reques t  for  t he recovery  of
cos ts  assoc iated wi th use of  chemicals  to
t r e a t  g a s  i n  D C ,  w h i c h  a l l o w s  f o r  t h e
s m o o t h  f l o w - t h r o u gh  o n  W G L ' s  s y s t e m ,
s h o u l d  w i d e n  m a r g i n s .  M e a n w h i l e ,  n e w
s o l a r  p ro j ec t s  l i k e  t he  1 , 000  s o l a r  pane l
system to be instal led in Washington,  DC's
met ro  area c ou ld  a f f ord  v a luab le  a l t e rna-
t ive energy experience and a poss ible ave-
nue for expans ion in the future.
T h e  o v e r a l l  f i n a n c i a l  p o s i t i o n  a p p e a r s
s o l i d .  C a s h  a n d  e q u i v a l e n t s  r o s e  m o r e
than 27%  compared to las t  year,  and man-
agem en t  l ook s  t o  be  s l ow l y  bu t  s t ead i l y
reduc ing the debt  load.  But ,
The company i s  now ranked to lag the
b ro a d e r  m a rk e t  a v e r t/ ge e  i n  t h e  c o m -
' n g  s i x  t o  1 2  m o n t h s . t  t he  s ame t ime,
W L ' s  pr i c e  has  dec l i ned about  5%  s inc e
our September rev iew.  This  move may  of -

en t r y
shares,

Highes t  Saf e t y  rank
t op F inanc ia l  S t rengt h
for Price Stabi l i ty  (100) are factored in.
Bzjyan J  Fong December 11, 200.9

H o l d i n g s  f i n i s h e d
September

t o p -  a n d  b o t t o m - l i n e  r e s u l t s .  Re v e n u e s
advanced roughly  3%  as  WGL's  reta i l  en-
ergy  market ing segment  and des ign-bu i ld
energy sys tems uni t  cont r ibuted increased
volumes.  This  was part ial ly  of fset  by  year-
t o -y ear  dec l i nes  i n  t he  c ompany ' s  u t i l i t y
operat ions due to reduced natural  gas con-
s um pt i on  pa t t e rns .  M ean t i m e ,  l ower  gas
cos ts  and a dec rease in  overa l l  operat ing
expenses  helped to widen margins  and I i  t
the annual bot tom l ine 3.7% .
H o w e v e r ,  w e  l o o k  f o r  e a r n i n g s  t o
d e c l i n e  i n  2 0 1 0 .  P l a n s  t o  e x p a n d  t h e
re t a i l  energy  s egment ' s  geograph i c  f oo t -
p r i n t  i n t o e n n s f v a n i a  s h o u t h e l p  t o

most  volumes. meanwhi le ,  t he des ign
bu i l d  un i t  has  rough l y  $45  m i l l i on  i n  c ur -
rent  order back log for commit ted projec ts .
However,  cos ts  assoc iated wi th the afore-
said PA expans ion,  as  wel l  as  higher pen-
s ion and re t i ree medica l  cos t s ,  wi l l  l i ke ly
weigh on margins .  and resul t  in  a year- to-
Kgar decl ine in the bot tom l ine.

m u l t i p l e  ra t e  c as es ,  ex pens e
i n i n i t i a t i v e s ,  a n d  n e w  o f f e r i n g s
a u g u r  w e l l  f o r  l o n g e r - t e r m  p r o s p e c t s .

31.5
21.8

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

10

_7.5

»~»1!sit:::III I llll
IIIII

A) Fiscal years end Sept. 30th.
B) Based

Company's Financial Strength
Sto4:k's Price Stablllty
Price Growth Persistence
Earnings Fredictability

100
may not sum to total, due to change in shares vestment plan available.

on diluted shares. Excludes non- outstanding. Next earnings report due late Jan. (D) Includes deferred charges and intangibles.
reruning losses: '01, (13¢), '02, (34¢), '07, (4¢) (C) Dividends historically paid early February, '08: $291.3 million, $5.81lsh.
discontinued operations: '06, (15¢). Qtly egg. May, August, and November. l Dividend rein- (E) In millions, adjusted for stock split.
o 2009, Value Line Publishing, Inc. All "ow reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of we kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use. 0 pan
al it may be reproduced, resold, stored or transmitted in any primed, electronic of other rum.

`l'his*1ublication is strictly lot subscriber's own, i
or use for generating or marketing any primed or electronic publication, service or product.
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(-0.77%)

AMERICAN STS WTR CO (nosE)
AWR 33.29 v-0.26 16:01 ETVol. 52,276

Zacks.com Page 1 of 2

INVESTMENT RESEARCH
ProvenRatings.Research& Mecnvnmendatians

Zacks.eom Quotes and Research

'ZACK

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of
water. The company alsodistributes electricity in some communities. In the customer service areas for both water
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission.

General Information
AMER STATES waR
630 East Foothill Boulevard
San Dumas, CA 91773-1212
Phone: 909 394-3600
Fax: 909 394-0711
Web: www.gswater.com
Email: investorinfo@aswater.oom

Industry

Sector:

UNTIL-WATER
SPLY
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
03/1112010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

TargetPrice Consensus

/3:
33.55
38.79
29.76
0.36

62,000.20
42

ERIIR J 80-Dos Cl ogins Pr ices

% Prlce Change

4 Week

12 Week

YTD

-7.50
2.16

-5.25

-5.06
-2.59
-3.31

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last split Date

.s7.o

:ss.s

as. 0

:ss.s

ss.o

s4.s

34. 0

:ss.s

38.0

 ̀15126- as o147- :T

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dlvldend Information

18 51 Dividend Yield

Annual Dividend

621 .08 Payout Ratio

7.67 Change in Payout Ratio

06/10/2002 Last Dividend Payout I Amount

3.10%
$1.04
0.00
0.00

11/09/2009 / $0.26

0.39

1 .82

4.00

03/11/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.80

1.80

1.80

1.80

Sales GrowthEPS Growth

16. 18 vs. Previous Year

18.04 vs. Previous Quarter

4.04

38.46% vs. Previous Year

-15.62% vs. Previous Quarter:

19.05%

8.50%

ROE ROA

EPS Information

Cun'ent Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Prlce Ratlos

Price/Book 1.73 12/31/09 12/31/09

http://www.zacks.com/research/print.php?type=report&t=AWR 1/28/2010
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8.92 09/30/09

,, 06/30/09
3.06
2.83

Quick Ratio

.. 12/31/09

1.01 09/30/09

1.10 06/30/09

10.03 09/30/09

940 06/30/09

Operating Margin
- 12/31/09

099 09/30/09

1.08 06/30/09

9.34
8.83

Pre-Tax Margin Book Value
- 12/31/09

12.57 09/30/09

10,59 06/30/09

- 12/31/09

12.57 09/30/09

10.59 06/30/09

19.45

19,31

Price/Cash Flow

Price / Sales

Current Ratio
12/31/09

09/30/09

08/30/09

Net Margin

12/31/G9

09/30/09

G6/30/09

inventory Turnover

12/31/09

09/30/09

05/30/09

Debt-to-Equity Debt to Capital

.. 12/31/09

49.80 09/30/09

5t.08 06/30/09

- 12/31 /09

0. 85 09/30/09

0. 87 06/30/09

45.99
46.39

http://www.zacks.com/research/print.php?type=report&t=AWR 1/28/2010
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California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for fire protection. It also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services.

General  in format ion
CALIF W ATER SVC
1720 North First Street
San Jose, CA 95112
Phone: 408 367-8200
Fax: 408 437-9185
Web: www.calwatergroup.com
Email: klichtenberg@calwater.com

Industry

Sector:

UTlL~WATER
SPLY
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
02/24/2010

Price and Volume Information

189
g [Cl-IT] 30-Da9 Closing Prices

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

36.24
46_19

33.49
0.40

102,273.35
45.67

l3B.5

Iss.o

1s7.5

187.0

l:ls.s

Isa.

135.5

01-27-10'

-2.53

1 .37

-1 .58

'12-28-a9

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

0,04

-3.34
1 .17

% Price Change

4 Week

12 Week

YTD

Share Infarmatinn
Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend Information
20.75 Dividend Yield

Annual Dividend

751.80 Payout Ratio

6.90 Change in Payout Ratio

01 I26/1998 Last Dividend Payout i Amount

3.26%
$1 .18

0.00

0.00
11/05/2009 / $0.29

EPS Inforrnaiion

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.35

1 .99

6.70

02/24/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1 .50

1 .50

1 .50

1 .78

EPS Growth Sales Growth

Fundamental Ratios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

17.19 vs. Previous Year

18.21 vs. Previous Quarter

2.58

~11 .32% vs. Previous Year

62.07° /> vs. Previous Quarter:

5.67%
19.29%

http://www.zacks.com/research/print.php?type=repo1t&t=C 1/28/2010
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ROE ROA
1 .79 12/31 /09

9.39 09/30/09

. 06/30/09

- 12/31/09

10,18 09/30/09

10,94 06/30/09
2.81

3.12

Quick Ratio Operating Margin
.. 12/31/09

1.07 09/30/09
t.23 06/30/09

. 12/31/09

1.03 09/30/09

1 .18 06/30/09

9.36

10.12

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

12/31/09

09/30/09

08/30/09

Net Margin

12/31/09

09/30/09

06/30/09

Pre-Tax Margin Book Value

- 12/31/09

15.31 09/30/09

16.26 06/30/09

.. 12/31/09

15.31 09/30/09

16.26 08/30/09

20.22

19.56

Inventory Turnover Debt-to-Equity Debt to Capita!
12/31 /09

09/'30/09

06/30/09

- 12/31/09

38.77 09/30/09

38.87 06/30/09

.. 12/31/09

0.89 09/30/09
0.95 06/30/09

47.10

48.59

http://www.zacks.com/research/print.php?type=report&t=CWT 1/28/2010
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SOUTHWEST WATER CO
|

(NASD)

~-0.13 (-2.07%) Vot, 72,838

Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilities along with providing utility submetering and billing and collection services.

swwc 635 18260 ET I

General information
SOUTHWEST WATER
One Wilshire Building 624 South Grand Avenue
Suite 2900
Los Angeles, CA 90017-3782
Phone: 213 929.1800
Fax: 626-915-1558
Web: www.southwestwater.com
EmaiI: swwc@swwc.com

industry

Sector:

UNTIL-WATER
S P L Y
Uti l i t ies

Fiscal Year End
Last Reported Quarter
Next EPS Date

D e c e m b e r
12/31/ '09
07 / 08 / 2010

Price and Volume lrafrarmation

181
3;;;8 ESI-IHC] 30-Day Closing Prices § 15:50

l6.-so

Is.:so

16.20

16.10

15.0n

ls.90

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

6.28
6.48

3 . 67
0.56

90 , 115 . 00
8.25

5.19

10 . 56

6 . 62

7.96
5 . 43

2 . 66

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

12-28-09 ni-2?-10'

% Price Change Relative to s&p 500

4 Week

12 Week

YTD

Dividend information

24.88 Dividend Yield

Annual Dividend

156.21 Payout Ratio

8.18 Change in Payout Ratio

12/28/2005 Last Dividend Payout / Amount

3 . 1 8 %
$0 . 20

0 , 00

0 . 00
11 / 02 / 2009  /  $005

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

C o n s e n s u s  R e c o m m e n d a t i o n s
0.05 Current (1=Strohg Buy, 5=Strong Sell)

0 .16 30 Days  Ago
_ 60 Days Ago

07/08/2010 90 Days  Ago

2 . 20

2 , 20
2 , 20
2 . 33

EPS Growth Sales Growth

Fundamental Ratios
PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

17.61 vs. Previous Year

vs. Previous Quarter

-% vs.  Prev ious Year

100.00% vs.  Prev ious Quarter:
2 . 2 8 %
1 2 . 5 3 %

Price Ratios ROE ROA

http://www.zacks.com/research/print.php?type=report&t=SWWC 1/28/2010
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Price/Book

Price/Cash Flow

Price / Sales

. 12/31 /09
-28.88 09/30/09

-27.86 06/30/09
-6.11

-6.36

Current Ratio Operating Margin
12/31 /09

09/30/09

06/30/09

12/31 /09

G9/30/09

G6/30/09

44,90

-15.64

Net Margin Book Value

12/31/09

09/30/09

06/30/09

Inventory Turnover

12/31/09

09/30/09

06/30/G9

1.40 12/31/09
3.57 09/30/09

. 06/S0/09

Quick Ratio

_ 12/31/09

- 09/30/09

_ 06/30/09

Pre»Tax Margin

.. 12/31/09

- 09/30/09

_ 06/30/09

Debt-to~Equity

.. 12/31/09

_ 09/30/09

- 06/30/09

12/31 /09

09/30/09

G6/30/09

Debt to Capital

12/31 /09

09/S0/09

OS/30/09

http://www.zacks.com/research/print.php?type=report&t=S C 1/28/2010
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AQUA AMERICA INC (ness) E
|

16:04 ET gW T R 1 6 . 6 4 v - 0 . 2 0 ( -1 . 19 % ) V o l .  5 6 6 , 4 7 1

A q u a A m er i c a  i s the largest publ icly-traded U.S.-based water  ut i li t y sew i n g res id ent s  in  Pennsylvan ia ,  O h io ,  I l l ino is ,
Texas,  New Jersey,  Ind iana, Virg in ia, Florida, Nor t h  Ca r o l i na , Maine,  Missouri ,  New York, S ou t h  C a r o l i na  and
Kentucky.  The company has been committed to  the preservation and improvement of  t he  envi ronment  t h roug hout  i t s
h is t o r y, which s pans  m or e  t han  100 years.

G e n e r a l  i n f o r m a t i o n
A Q U A  A M E R  I N C
7 6 2  W L a n c a s t e r Aven u e
Bryn  Mawr, P A  1 9 0 1 0 - 3 4 8 9
P h o n e :  6 1 0  5 2 7 - 8 0 0 0
F ax :  610 - 645 - 10 6 1
Web:  www.suburbanwater.com
Emai l :  i r.aquaamerica.oom

Ind us t r y

Sector:

UNTIL-WATER
S P L Y
Ut i l i t ies

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

December
12/31 /09
02 / 25 / 2010

Pr lee  an d  Vo lu me In fo r mat io n

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  W e e k  H i g h

5 2  W e e k  L o w

B e t a

2 0  D a y M o v i n g  A ve r a g e

T a r g e l P r i c e  C ons ens us

123
16.84
21 .50
15 . 89

0 . 17

700 , 890 . 06
2 2

111TH 30-Dug Clssinq Prices

%  P r l c e  C h a n g e

4  W e e k

1 2  W e e k

Y T D

- 5 . 1a
7.1 g

-3 .83

-2 .sa
2.21

-0 . 02

S h are  i n f o rm at i o n

S h a r e s Outstanding
( m i l l i ons )

M ar k e t  Cap i t a li z a t ion
(m i llions )

Short Ratio

Las t  Sp li t  Dat e

10.0

t1.a

17.5

17.1

17.2

l11.u

15.0

12-20-01 ox-2187

% P r i ce  Ch an g e  Re l a t l ve  t o  S &P  500

4  W e e k

1 2  W e e k

Y T D

Dl v l d en d  I n f o rmat i o n

1 3 6 , 2 7  D i v i d e n d  Y i e l d

Annual Dividend
2,294.80 Payout  Rat io

g_45 Change in Payout Rat io
12/02/2005 Last  Div idend Payout  /  Amount

3 . 4 4 %

$ 0 . 5 8

0 . 00
0 . 00

11/12/2009 /  $0.14

E P S  I n f o r m a t i o n

Cur r en t  Q ua r t e r  E P S  Cons ens us  E s t im a t e

Cur r en t  Y ea r  E P S  Cons ens us  E s t im a t e

E s t im a t ed  Long - T e r m  E P S  G r ow t h  Ra t e

N ext E P S  R e p o r t  D a t e

0 . 2 2

0 . 8 0

7 . 7 0

0 2 / 2 5 / 2 0 1 0

C o n s e n s u s  R e c o m m e n d a t i o n s

Cur ren t  ( 1=S t rong  Buy.  5=S t rong  Se ll)

3 0  D a ys  A g o

6 0  D a ys  A g o

9 0  D a ys  A g o

1 . 62
1 . 62
1 . 62

1.71

EPS Growth Sales Growth
18.54 vs. Previous Year

2 1 .87 vs. Previous Quarter

2 . 42

-3 .85% vs .Prev ious  Year

3158% vs .  Prev ious  Quar ter :

2 . 1 1 %

8 . 0 6 %

FundamentalRatios
P1E

Cur r en t  F Y  E s t im a t e :

T r a i l i ng  12  M ont hs :

P E G  R a t i o

P r i ce  Ra t i o s ROE ROA

http://www.zacks.com/research/print.php?type=report&t=WTR
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PricefBook

Price/Cash Flow

Price / Safes

2.93

3.04

Current Ratio

12/31 /GO

09/30/D9

06/30/Q9

2.12 12/31/09

11.81 09/30/09

_ 06/30/09

Quick Ratio
- 12/31/09

0.54 09/30/09
0.60 06/30/09

_ 12/31/09

9.66 09/30/09
9.95 06/30/09

Operating Margin
. 12/31/09

0.50 09/30/09

0.55 06/30/09
15.60
15.97

Net Margin Pre-Tax Margin Book Value
12/31 /09

09/30/09

06/30/09

.. 12/31/09
25.72 09f30f09

26.47 06/30/09

- 12/31/09
25.72 09/30/09

26,47 06/30/09
7.93
7.94

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/09

06/30/09

.. 12/31/09
40.79 09/30/09

39.75 06/30/09

. 12/31/09

1 .17 09/30/09

1 .14 06/30/09

54.00
58,25

http://www.zacks.com/research/print.php'?type=report&t=WTR 1/28/2010
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AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

Genera l  i n form at i on
AGL RESOURCES
Ten Peachtree Place NE
Atlanta, GA 30309
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@ag!resources.com

Industry
Sector:

UTIL-GAS DISTFI
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
02/04/2010

Price and Volume Information

O CFIGLJ 30-Dag Closing Pr~:i»:-as
:
x

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

/21
35.26
37.52
24.02

0.39
211 ,124.45

38.29

1 s7.5

l2 7 . a

136.5

I s a . o

135.5

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

-5.04
0.71

-3.32

-2.53

-3.97

-0.35

Last Split Date

12-28-09 01-27-lu.

% Price Change Relative to S&P sao
4 Week

12 Week

YTD

Dividend information
77.40 Dividend Yield

Annual Dividend
2,729.09 Payout Ratio

3.83 Change in Payout Ratio
12/04/1995 Last Dividend Payout / Amount

4.88%

$1 .72

0.00
0.00

11/10/2009 / $0.43

0.86

2.75

4.50

02/04/2010

Consensus Recommendaiians

Current (1 =Strong Buy, 5=Strong Seii)

30 Days Ago

60 Days Ago

90 Days Ago

2.11
2.11
2.11
2,11

EPS Growth Sales Growth
12.15 vs. Previous Year

11.99 vs. Previous Quarter

2.70

-42.86% vs, Previous Year
-38.46% vs. Previous Quarter:

-43.04%
-18.57%

ROE ROA

EPS lnformaiiori
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundameritai Ratios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios
price/Book
Price/Cash Flow

1.56 12/31/09

09/30/09

12/31/09

09/30/09

http://www.zacks.com/research/print.php?type=report&t=AGL 1/28/2010
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Price / Sales

7.53

.. 06/30/09

3.56

3.68

Current Ratio Quick Ratio

t2/31 I'09

09/30/09

06/30/09

. 12/31 /09

1 .26 09/30/09

1 .03 G6/30!09

13,05
13,60 06/30/09

Operating Margin

_ 12/31/09

0.64 09/30/09

0.61 06/30/09

9.06

8.63

NetMargin Pre-Tax Margin Book Value

12/31/09

09/38/09

06/30/09

- 12/31/09

15.30 09/30/09
17.12 06/30/09

.. 12/31/09

15,30 09/30/09
17.12 06/30/09

22.61

22.79

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/09

06/30/09

.. 12/31/09
3.70 09/30/09
3.70 06/30/09

.. 12/31/09

1 .13 09/30/09

0.95 05/30/09

53.06
48,78

http://www.zacks.com/research/print.php'?type=repo1't&t=AGL 1/28/2010
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Ammos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee. Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

General information
ATM OS ENERGY CP
Three Lincoln Centre 5430 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone: 972-934-9227
Fax: 972-855-3040
Web: www.almosenergy.com
Email: InvestorRelations@atmosenergy.oom

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31 /09
02/02/2010

Price and Volume Intormaiion

lit
[RTD] 80-Day Closing Pr ices .so.s

Iao.0

129.5

I2<a.n

I2a.s

120.4

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

28.04
30.32

20.07
0.50

300,966.69
29.67

-8. 16

-0.32
-4.63

-3.69
-4.95

-2.27

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

x2-za- as 1l-27-1(l'

% Price Change Relative to S&P son

4 Week

12 Week

YTD

Dividend information

92.93 Dividend Yield

Annual Dividend

2,605.81 Payout Ratio

3.58 Change in Payout Ratio

05/17/1 gg4 Last Dividend Payout II Amount

4.78%
$1 .34

0.00
0.00

11/23/2009 / $0.34

0.90

2.20

5.00

02/02/2010

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.50

2.67
2.67

2.67

EPS Growth Sales Growth

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

FundamentalRatios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

12.76 vs. Previous Year

13.88 vs. Previous Quarter

2.55

-500.00% vs. Previous Year
-33.38% vs. Previous Quarter:

-54.84%
_ 16.67%

http://www.zacks.com/research/print.php?type=report&t=ATO 1/28/2010
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ROE ROA

1.1 g 12/31/09

6.28 09/30/09

- 06/30/09

8.58
9.t4

12/31/09

09/30/09

06/30/09

2.85
2.99

Quick Ratio Operating Margin

- 12/31/09

1 .12 09/30/09

1 .24 06/30/09

0.65
0.74

12/31 /09

09/30/09

06/30/09

3.72

3.37

Pre-Tax Margin Book Value

.. 12/31/09

5.86 09/30/09
5.55 06/30/09

5.86

5.55

12/31/09

09/30/09

06/30/09

23.59

23.82

Price Ratios

Price/Book

Price/Cash Flow

Price / Safes

Current Ratio

12/31/09

09/30/09

06/30/09

Net Margin
i2/31/09

09/30/09
06/30/09

Inventory Turnover

T2/31/09

09/30/09

06/30/09

Debt-to-Equity Debt to Capita!

- 12/31/09

10.42 09/30/09

11 .62 06/30/09

1 .00

0.99

12/31 /09

09/30/09

06/30/09

49.92

49.75

http://www.zacks.com/research/print.php?type=repo11&t=ATO 1/28/2010
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The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

Genera l M o r m a t i c n
LACLEDE GAP INC
720 Olive Street
St. Louis. MO 63101
Phone: 314~342-0500
Fax: 314~421» 1979
Web: www.thelacledegroup.com
Email: mkullman@lacledegas.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31/09
01/28/2010

Price and Volume In¥nrmation

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

.84
32.32
47.51

29.26
0.03

92,742.95

35

ELG J St)-Dag C log in Pr~ ices
125.5

l a5.0

134.5

124.0

123.5

183.0

132.5

132.0

% Price Change

4 Week

12 Week

YTD

-6.94

6.53
-4.29

-4.49
1 .58

-2.82

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

SNort Ratio

'12-28-0a .ni;2:='-1 o'

% Price Change Relative to S&P sao
4 Week

12 Week
YTD

Dividend information

22.25 Dividend Yield

Annual Dividend
719.12 Payout Ratio

3.89 Change in Payout Ratio

03/08/1994 Last Dividend Payout / Amount

4.89%

s .58

0.00
0.00

12/09/2009 / $0.40Last Split Date

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .02

2.47

3.00

01/28/2010

Consensus Recommendat ions

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.80

2.80
2.80
289

EPS Growth

18.09 vs. Previous Year

11.11 vs. Previous Quarter

4.36

Sales Growth
-57.14% vs. Previous Year

-170.97% vs. Previous Quarter:

-44.24%

~18.72%

ROE ROA

Fcmclamental Ratios

P/E
Current FY Estimate :

Trailing 12 Months:

PEG Ratio

Price Ratios
Price!8ook 1.39 12/31/09 12/31/09

http://www.zacks.com/research/print.php?type=report&t=LG 1/28/2010
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7.07 09/30/09
- 06/30/09

12.30 09/30/09
12.78 06/30/09

3.63
3.71

Price/Cash Flow

Price / Sales

Current Ratio

12/31 !OF

09/30/09

06/30/09

Quick Ratio Operating Margin
. 12/31/09

1.23 09/30/09

1 .24 06/30/09

- 12/31/09

0.84 09/30/09
0.98 06/30/09

3.39
3.14

Ne! Margin Pre-Tax Margin Book Value

12/31 /09

09/30/09

06/30/09

- 12/31/09

5.11 09/30109

4.81 06/30/09

- 12/31/09

5.11 09130/09

4.81 06/30/D9

23.32

23.97

Inventory Turnover Debt-to-Equity Debt to Capital

12/31/09

09/30/09

06/30/09

.. 12/31/09

11.80 09/30/09
10.65 06/30/09

» 12/31/09

0.75 09/30/09

0.73 06/30/09

42.95

42.30

http://www.zacks.com/research/print.php?type=report8ct=LG 1/28/2010
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NJ RESOURCES is an exempt energy secs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy 8t appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp 8< (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

general Enformatiora
NJ RESOURCES
1415 Wyckoff Road
Wail, NJ 07719
Phone: 732~938-1489
Fax; 732 938-3154
Web: www.njresources.com
EmaiI: investcont@njresources.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
12/31/09
02/03/2010

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

/81
36.81
42.37

29.95
0.13

240,792.45
42.8

[HJR] 30-Dag Closing Prices 1$9.0

138.5

1:s8.0

Is7.5

ls7.o

138.5

u1-2?4T

% Price Change

4 Week

12 Week

YTD

-4.07
4.93

.1 .58

i2lihihé

% Prloe Change Relative \o S&P soc

4 Week

12 Week

YTD

-1 .54

0.06
-0.48

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Sh<>rl Ratio

Last Split Date

Dividend information

41.58 Dividend Yield

Annual Dividend
1,530.56 Payout Ratio

11.18 Change in Payout Ratio
03/04/2008 Last Dividend Payout / Amount

3.69%
$1 .36

0.00
0.00

12/11/2009 / $0.34

EPS Information
Current Quarter EPS Consensus Estimate

Current Year EPS Gansensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.83

2.56

7.00

02/03/2010

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Self)

30 Days Ago

60 Days Ago

90 Days Ago

1.67

1.67
2.14
2.14

EPS Growth

Furadamentai Raticas

P/E
Current FY Estimate;

Traiiirlg 12 Months:

PEG Ratio

14.38 vs. Previous Year

15.53 vs. Previous Quarter

2.05

Sales Growth

69.23% vs. Previous Year

~500.00% vs. Previous Quarter:

-50.12%

-6.45%

http://www. zacks.com/research/print.php ?type=report&t=NJR 1/28/2010
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ROE ROA

2.24 12!31/09

11 .71 09/30/09

_ 06/30/09

13,90
12.20

12/31/09

09/30/09

06/30/09

4.15

3.58

Quick Ratio Operating Margin

.. 12/31 /09

1 .23 09/30/09

1 .23 06/30/09

0.68
0.88

12/31/09

09/30/09

06/30/09

3.89
2.98

Pre-Tax Margin Book Value

- 12/31/09

1.21 09/30/09

5.66 06/30/09

1 .21

5.66

12/31/09

09/30/09

06/30/09

16.42
17.11

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current ratio

12/31/09

09/30/09

06/30/09

Net Margin

12/31/09

09/30/09

06/30/09

Inventory Turnover

12/31/09

09/30/09

06/30/09

Debt-to-Equity Debt to Capita!

.. 12/31/09

10.06 09/30/09

9.78 06/30/09
0,66

0,68

12/31 I'09

09/30x09

06/30/09

39.77

38.82

http://www.zacks .com/research/print.php ?type=report&t=NJR 1/28/2010



ScotfradvNICOR INC (ness)
v -0.11GAS 40.49 16:01 ETvo l . 364,972(-0.27%)

Zacks.com

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. hs primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor owns Tropical Shipping, a containerized
shipping business sewing the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

General information
NICOR INC
1844 Ferry Road
Napewille, IL 80563-9600
Phone: 630-305-9500
Fax: 630-983-9328
Web: www.nicor.com
Email: None

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Seciora

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
12/31 /09
02/26/2010

UTIL-GAS DISTR
Utilities

.fn
40.60

43.39
27.50

0.37
318,307.44

41

INVESYMENT nesuncrc
Proven Rulings. lleswch&Re¢ummenda!inns

Zacks.com Quotes and Research

A`ZACKS

GAS! 80-Day Closing Prices
._.i

i
140.0
l4s.s

l4s.o
l4»2.s

lo2.o
l4x.s

In.o
I4o.s

l4o.o

Page 1 off

% Prlce Change

4 Week

12 Week

YTD

-5.71
8.15

-3.56

-3.23
3.13

-2.67

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

12-as-as Ol-27-10

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend information

45.23 Dividend Yield

Annual Dividend

1,836.38 Payout Ratio

7.70 Change in Payout Ratio

04/27/1 gg3 Last Dividend Payout / Amount

4.58%

$1 .86
0.00

0.00
12/29/2009 / $0.47

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .01

2.70

4.20

02/26/2010

Consensus Recommendations

Current (1 =Strong Buy. 5=Strong Sell)

30 Days Ago

so Days Ago

90 Days Ago

3.13

2.85
2.83
2.83

EPS Growth Sales Growth
14.10 vs. Previous Year

14.45 vs.Previous Quarter

3.33

900.00% vs. Previous Year

-40.00% vs. Previous Quarter:

-26.05%
-27.26%

ROA

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios
Price/Book

ROE
1.83 12/31/09 12/31/09

http://www.zacks.com/research/print.php?type=report&t=GAS 1/28/2010
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Price/Cash Flow

Price J Sales

12.88

11.78

2.88

2.59

Current Ratio

f 2/31 I'09

09/301'09

06/30/09

5.93 09/30/09
- 06/30/09

Quick Ratio

.. 12/31/09

0.81 09/30/09

0.76 06/30/09

0.62
0.73

09/30/09

06/30/09

Operating Margin

12/31 /09

09/30/09

06/30/09

4.38

3.81

Net Margin Pre-Tax Margin Book Value

12/31/09

09/30/09

08/30/09

- 12/31/09

6.32 09/30/09
5.46 06/30/09

6.32
5.46

12/31/09

09/30/09

06/30/09

22.13

22.25

Inventory Turnover Debt-to-Equity Debt to Capital

42/31 /09

09/30/09

06/30/C9

- 12/31/09
1560 0g/30j09

14.05 06/30/09
0.50

0.50

12/31 /09

09/30/09

06/30/09

33,24
33.12

http://www.zacks.com/research/print.php?type=report&t=GAS 1/28/2010



NORTHWEST NAT GAS CO Scnfirazief

NWN 43.37

(NYSE)
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NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General infarma!ion
NORT HW EST  NAT  G
220 NW Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www.nwnaturaLcom
Email: Bob.Hess@nwnaturaI.com

Industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/'31 /09
02/26/2010

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

43.49
46.47
37.71

0.24

77,501 .70
49.5

EIIIIIHJ $0-Day Cltrsirng Prices 145.5

l45.o

l45.s

l45.0

1445

l44.o

l4a.5

nu-27-l0'

% Price Change

4 Week

12 Week

YTD

-5.44

3.89

-3.44

'i2-2a-09

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

-2.94

-0.93

-0.56

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend information

26.52 Dividend Yield

Annual Dividend

1 ,153.22 Payout Ratio

15.60 Change in Payout Ratio

09/09/1996 Last Dividend Payout / Amount

3.82%
$1 .he

0.00
0.00

10/28/2009 / $0.41Last Split Date

E P S l nfnrmat iarn

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .18

2.76

5.70

02/26/2010

Consensus Recommendatiems

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.86
1.86

1,75
1.57

Fundamental Ratios
P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

15.69 vs. Previous Year

14.94 vs. Previous Quarter

2.77

Sales Growth

34.21° /0 vs. Previous Year

-308.33% vs, Previous Quarter:

6 .52%

-21 .61 ° />

Price Ratios ROE ROA

http://www.zacks.corn/research/print.php?type=report&t=NWN 1/28/2010
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1 .80 12/31 /09

8.11 09/30/09

. 06/30/09

. 12/31/09

11.87 09/30/09

11.51 06/30/09

3.33
3.26

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

12/31 /QS

09/30/G9

06/30/G9

Quick Ratio Operating Margin

- 12/3V09

1 .03 09/30/09

0.94 06/30/09

- 12/31/09

0.69 09/30/09
0.87 06/30/09

7.31
7.03

Net Margin Pre-Tax Margin Book Value

12/31 /09

09/'30/09

06/'38/09

12/31/09

11 .71 09/30/09

11.1 g 06/30/09

.. 12/31/09

11.71 09/30/09

11.19 06/30/09

24.17
24.80

Inventory Turnover Debt-to-Equity Debt to Capital
12/31/09

09/30/09

06/30/09

. 12/31/09

9.12 09/30109

8.96 06/30/09

.. 12/31/09

0.99 09/30/09

0.89 06/30/09
49.85
47,18

http://www.zacks.com/research/print.php?type=report&t=NWN 1/28/2010



ScottradePIEDMONT NAT GAS INC (NYSE)
25.70 v -0.23 16:02 ETPNY Vol. 456,211(-0.89%)

Zacks.com

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

Industry
Sector:

Genera l  i n form at i on
PIEDMO NT N AT G A
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 364-3120
Fax: 704-865-3849
Web: www.piedmontng.com
Email: investorrelations@piedmontng.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

October
t0/31 /09
03/08/2010

UTIL-GAS DISTR
Utilities

25.93
27.84

2058
0.20

409,235.66

26.61

WVESTMENY ¥1£Si8.AFlC!>i
ProvenRatings. Research& kevammertfiatfnns

Zacks.com Quotes and Research

x

n ZAC KS

V £:§:l [YNY] 30-Day Closing Prices

4

27.8
27.6
27.4
27.2
27.0
26.8

26.4
28.4
pa. :
26.0

2s.s

Page 1 of 2

'12-28-09 01-27-10

-5.30
13.78

-3.07

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-2.80

8.49

-0.69

Dividend Information

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

73.38 Dividend Yield

Annual Dividend

1,902.74 Payout Ratio

9.29 Change in Payout Ratio

11 /01 /2004 Last Dividend Payout/ Amount

4.17%

$1 .08

0.65
-0.06

12/23/2009 / $0.27

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

1 .20

1 .61

6.30
08/08/2010

Consensus Recommendations

Current (1 =Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

2.88

2.57
2.57

2.50

EPS Growth Sales Growth

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

16.16 vs. Previous Year
15,58 vs. Previous Quarter

2.58

-% vs. Previous Year

40.00% vs. Previous Quarter:

~28.52%
23.66%

http://www.zacks.com/research/print.php'?type=report&t=PNY 1/28/2010
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ROE POA
2.00 10/31/09

9.17 07/31/09
1.16 04/30/09

Quick Ratio
- 10/31/09

0.99 07/31/09
1.07 04/30/09

3.91
3.64
3.66

7.50
6.59

5.97

Pre-Tax Margin
- 10/31/09

12.89 07/31/09
11.58 04/30/09

12,84 10/31/09
12.13 07/31/09
12.17 04/30/09

Operating Margin
_ 10/31/09

0.76 07/31/09
0.88 04/30/09

Book value
.. 10/31/09

12.89 07/31/09
11.58 04/30/09

12.99

13.20

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

10/31/09

07/31/09

04/30/09

Net Margin

10/31/09

07/31/09

04/30/09

Inventory Turnover

10/31/09

07/31/09

04/30/09

Debt-to-Equity Debt to Capital
- 10/31/09

10.20 07/31/09

10.05 04/30/09

- 10/31/09

0.84 07/31/09

0.82 04/30/09
45.54

45.00

http://www.zacks.com/research/print.php?type=report&t=PNY 1/28/2019
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South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

General  infor rnat icm
SOUT H JERSEY IN
1 South Jersey Plaza
Folsom, NJ D8037
Phone: 609 561-9000
Fax: 609 561 ~8225
Web: www.sjindustries.com
Email: investorrelations@sjindustries.com

industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
12/31 /09
02/24/2010

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

M
38.48

40.24
31 .98

0.21

160,182.41
46.5

ESJIJ 30-D49 Closing Prices 140.0

139.5

13'a.0

135.5

138.0

-2.11
10.38

0.79

0.47
5.25
2.11

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Sharl Ratio

Last Split Date

12-28-09 D 1-2?-10|

% Price Change Relative to S8¢P sao

4 Week

12 Week

YTD

Dividend Information
29.80 Dividend Yield

Annual Dividend
1,146.55 Payout Ratio

8.94 Change in Payout Ratio
07/01 /2005 Last Dividend Payout / Amount

3.43%
$1 .32

0.00

0,00
12/08/2009 / $0.33

0.82

2.39

12.40

02/24/2010

Consensus Recomrnendaiions

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

1.43
1.43

1,43
1.43

EPS Growth Sales Growth
-250.00% vs. Previous Year

-140.00% vs. Previous Quarter:

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Furrdarrtentai Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

14.38 vs. Previous Year

17.33 vs. PreviQus Quarter

1.16

-39.60%

-5.50%

ROE ROA

http://www.zacks.com/research/pr*int.php?type=report&t=SJI
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2.17 12,91/09
11.07 09/30/09

_ 06/30/09
3.86
4.06

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

12/31 /09

09/30/09
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SO UT HWEST  G AS CO RP.  is  p r inc ipa lly eng ag ed  in  t he  bus iness  o f  purchas ing , t r anspor t ing ,  and  d is t r ibu t ing  na t u ra l
g as  in  por t ions  o f  A r izona,  Nevad a, and  Ca li f o rn ia .  T he Company a lso  eng ag ed  in  f inanc ia l services  ac t ivi t ies , t h roug h
Pr iMer i t  Bank ,  F ed era l Saving s  Bank  (P r iMer i t  o r  t he  Bank ) ,  a  who lly owned  subs id ia ry.

G e n e r a l  i n f o r m a t i o n
S O U T H W E S T  G A S
5241  S p r ing  M oun t a in  Road
P . O .  B ox  98510
Las  Veg as ,  NV 89193-851 O
P h o n e :  7 0 2  8 7 6 - 7 2 3 7
F ax :  702-876~7037
W e b :  w w w . s w g a s . c o m
E m a i l :  N o n e

ind us t r y
S ec t o r :

UT ILE ~ G A S  D IS T F I
U t i l i t i e s

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

December
12/31/09
02/25/2010

Prise and Volume lniormaiion

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  W e e k  H i g h

5 2  W e e k  L o w

B e t a

2 0  D a y M o v i n g  A ve r a g e

T ar g e t  P r i c e  Cons ens us

:M
27.98

29.48
17.08
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155,326.59
30

ESI-IH] 30-Dug Closing Prices 12516

129.4

129.2
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12e.s

l2s.5

128.4
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127.8
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1 2 W e e k
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01-27-ao'

-4.11
11.25
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Di v i d en d  i n f o rmat i o n
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1 2  W e e k

Y T D

S h are  i n f o rmat i o n

S har es  O u t s t and ing
(m i llions )

M ar k e t  Cap i t a li z a t ion
(m i llions )

Shor t  Rat io

Las t  Sp li t  Dat e

4 4 . 9 6  D i v i d e n d  Y i e l d

A n n u a l D i v i d e n d

1 , 2 5 7 . 8 4  P a y o u t  R a t i o

5 . 5 8  C h a n g e  i n  P a yo u t  R a t i o

N / A  L a s t  D i v i d e n d  P a yo u t  /  A m o u n t

3.40%
$0.95

0.00
0.00

11/12/2009 / $0.24

EPS information
Cur r en t  Q uar t e r  E P S  Cons ens us  E s t im a t e

Cur r en t  Y ea r  E P S  Cons ens us  E s t im a t e

E s t im a t ed  Long - T e r m  E P S  G r ow t h  Ra t e

N ex t  E P S  R epo r t  D a t e

1 .08

1 .96
7.00

02/25/2010

C o n s e n s u s  R e c o m m e n d a t i o n s

Current  (1 =St rong  Buy,  5=St rong  SalE)
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6 0  D a ys  A g o
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2,43
2.43
2.43
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E P S  G r o w t h

1 3 . 0 2  v s .  P r e v i o u s  Y e a r

1 3 . 8 5  vs .  P r e v i o u s  Q u a r t e r

1 . 8 6

Sales Growth
147.37% vs. Previous Year

1,700.00% vs. Previous Quarter:

-15.20%
_18.09%

ROE ROA

FundamentalRatios
P/E
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T r a i l i ng  12  M ont hs :

P E G  R a t i o

Price Ratios
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Z a c k s . c o m  Q u o t e s  a n d  R e s e a r c h

WA S HING T O N G A S  L IG HT  CO  is  a  pub li c  u t i l i t y t ha t  d e li ve r s  and  se lls  na t u ra l g as  t o  m et ropo li t an  Wash ing t on ,
D. C.  and  ad jo in ing  areas  in  Maryland  and  V i rg in ia .  A  d is t r ibut ion subs id iary serves  por t ions  o f  V i rg in ia  and  Wes t
V i r g in ia .  T he  Com pany has  f ou r  who lly- owned  ac t i ve  s ubs id ia r ies  t ha t  inc lud e :  S henand oah  G as  Com pany
(Shenand oah)  is  eng ag ed  in  t he  d e livery and  sa le  o f  na t ura l g as  a t  re t a i l in  t he  Shenand oah Va lley,  inc lud ing
Winches t er ,  M id d le t own,  S t rasburg ,  S t ephens  C i t y and  New Market ,  V i rg in ia ,  and  Mar t insburg ,  Wes t  V i rg in ia .

G e r z e r a f I n f o r m a t i o n
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DividendInformation
50.26 Dividend Yield
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1  , 619 . 51 P ayou t  R a t i o

1 2 . 0 5  C h a n g e  i n  P a yo u t  R a t i o

0 5 / 0 2 / 1 9 9 5  L a s t  D i v i d e n d  P a yo u t  /  A m o u n t

4.56%

$1 .47

0.00
0.00

01/06!2010 / $0.37Las t  Sp li t  Dat e

Consensus Recommendations
0.98 Current (1=Strong Buy, 5=Sirong Sell)
2.27 30 Days Ago

_ 60 Days Ago
02/03/2010 90 Days Ago

2.67

2.67
2.67
2.67

E P S  G r o w t h Sales Growth

E P S  i n f o r m a t i o n
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Fundamental Flaiios
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Cur r en t  F Y  E s t im a t e :

T r a i l i ng  12  M ont hs :

P E G  R a t i o

Price Ra£io s

1 4 . 1 8  v s .  P r e v i o u s  Y e a r

1 2 . 6 9  vs .  P r e v i o u s  Q u a r t e r

-13.64% vs. Previous Year

-327.27% vs. Previous Quarter:
155.45%

-3.32%

ROE ROA
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Selected Yields
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(10/28/09)

Year
Ago
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3 Months
Ago
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Year
Ago

(1/28/09)

TAXA8LE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.16
0.25

0.50
0.00-0.25

3.25
0.17
0.28

0.50
0.00-0.25

3.25
0.45
1 .17

3.05
2.24
2.14
3.24

3.69
2.26
2.44
2.56

3.90
3.50
3.50
4.27

0.25
0.46
2.00

0.38
0.62
2.22

0.88
1 .25
2.39

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.49
5.69
5.72
6.32

5.45
5.44
5.53
6.20

7.96
6.18
6.10
7.04

0.07
0.15
0.31
2.39
3.65
1 .24
4.56
4.80

0.06
0.15
0.36
2.33
3.42
1 .44
4.26
4.39

0.18
0.33
0.47
1 .69
2.67
1 .78
3.42
3.29

3.35
3.20
1.32
3.88

3.46
3.26
1 .43
3.61

2.96
3.23
1 .27
3.64

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.58
6.68
5.50

5.58
7.12
5.50

5.98
8.89
5.50

TAX-EXEMPT

4.30
4.91

4.31
4.87

5.13
5.82

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds(GOs)
1»ycar Aaa
I-year A
5-year Ala
5-year A
I0~year Aaa
I0-year A
25/30-year Aaa
25/30-year A
RevenueBonds (Revs)(25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0,30
1 ,23
1 .64
2.73
3.25
4.18
4.43
5.43

0.45
1.45
2.07
3.18
3.35
4.33
4.50
5.55

0.55
0.65
1.84
2.14
3.00
3.50
5.05
6.05

4.81
4.74
5.65
5.01
4.86

4.69
4.77
5.85
5_15
4.80

6.05
6.10
6.40
6.45
6.1 5

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not 5easonally Adjusted)

Recent Levels
12/30/09

1059954
163525
896429

Change1 I13/10
1004700
164979
839721

-55254
1454

-56708

Average Levels Over

12 Wks. 26 Wks.
1052310 924156
205393 268367
846916 655789

the Last...

52 Wks.
847856
401995
445861

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

1/11/10 1/4/10
1655.3 1704.6
8452.3 8461 .7

Change
-49.3
-9.4

Growth Rates Over the Last...

3Mos. 6 Mos. 12 Mos.
MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

~4.0°/0
-0.8%

0.3%
0.5%

3.8%
2.0%
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Selected Yields

Recent
(1/20/1 o)

3 Months
Ago

(10/21/09)

Year
Ago

(1/21/09)
Recon f

(1/20/10)

3 Months
Ago

(10/21/09)

Year
Ago

(1/21/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3~mor1th LIBOR

0.50
0.00-0.25

3.25
0.15
0.25

0.50
0.00-0.25

3.25
0.18
0.28

0.50
0.00-0.25

3.25
0.55
1 .13

3.17
2.32
2.28
3.24

3.69
2.35
2.47
2,56

3.78
3.53
3.47
4.25

Bank CDs
0.25
0.47
2.00

0.38
0.62
2.22

1.03
1.34
2.38

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.44
5.64
5.72
6.32

5.48
5.42
5.53
6.16

7.97
6.05
6.03
6.66

0.05
0.13
0.30
2.41
3.65
1 .21
4.53
4.76

0.06
0.17
0.37
2.34
3.39
1 .38
4.21
4.32

0.11
0.29
0.43
1 .61
2.54
1 .95
3.16
2.94

3.43
3.22
1 .34
4.01

3.45
3.32
1 .36
3.71

2.73
3.00
1 .23
3.44

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Ulllily A
Financial A
Financial Adjustable A

5.57
6.61
5.49

6.29
7.01
5.49

6.05
8.58
5.49

TAX-EXEMPT

4.31
4.93

432
4.86

4.80
5.72

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (cos)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
RevenueBonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.33
1 ,26
1 ,68
2.76
3.29
4.20
4,44
5.43

0.37
0.87
1 .88
3.08
3.03
4.23
4.08
5.28

0.48
0.58
t .71
2.00
2.82
3.32
4.76
5,76

4.81
4.74
5.67
5.04
4.79

5.10
5.15
5.50
5.50
5.10

5.80
5.90
6.1 5
6.1 O
5.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

12/30/09
I 059958
163525
896433

1/13/10
1004686

164979
839707

Change
-55272

1454
-56726

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
1052309 924155 847856
205393 268367 401995
846915 655788 445861

Growth Rates Over the Last...

6 Mos. 12 Mos.1 I4/1 o
MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent levels

12/28/09
1688.2
841 3.2

1724.3
8366.7

Change
36.1

-46.5

3 Mos.
14.6%
1.3%

8.9%
0.2%

5.2%
1.9%
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Selected Yields

Recent
(1/13/10)

3 Months
Ago

(10/14/09)

Year
Ago

(1/14/09)
Recent

(1/18/10)

3 Months
Ago

(10/14/09)

Year
Ago

(1/14/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00~0.25

3.25
0.16
0.25

0.50
0.00-0.25

3.25
0.16
0.28

0.50
0.00-0.25

3.25
0.49
1 .08

3.63
2.41
2.54
3.24

3.65
2.47
2.21
2.56

3.93
3.25
3.30
4,26

0.26
0.47
2.02

0.39
0.63
2.24

1.03
1.34
2.38

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.65
5_87
5.89
6.49

5.45
5.48
5.65
6.22

7.15
5.84
5.88
6.60

0.05
0.14
0.35
2.54
3.79
1.31
4.71
4.95

0.07
0.15
0.32
2.33
3.41
1 .46
4.26
4.39

0.09
0.27
0.41
1 .35
2.20
1 .73
2.89
2.75

3.60
3.30
1 .34
3.96

3.53
3.23
1.31
3.50

2.56
2.93
1.27
3.12

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.57
5.83
5.49

5.96
7.00
5.49

6.05
7.76
5.49

TAX-EXEMPT

4.31
4.96

4.06
4.69

5.02
5.90

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (cos)
1-year Aaa
1 -year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.31
1 ,27
1 .68
2.77
3.28
4.20
4,47
5.41

0.37
0.80
1 .90
2.10
3.05
3.45
4.10
4.65

0.48
0.58
1.76
2.06
2.82
3.32
4.75
5.75

4.83
4.74
5.70
5,04
4.80

4.90
4.95
5.40
5.60
5.00

5.75
5.80
6.10
6.15
5.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

12/16/09
1089692
171457
918235

12/30/09
1059958
163525
896433

Change
-29734
-7932

-21 B02

Average

12 Wks.
1039985
223048
816937

Levels Over
26 Wks.
901516
285447
616069

the Last...
52 Wks.
840218
419138
421080

MONEY SUPPLY
(One-Week Period; in Billions, seasonally Adjusted)

Recent Levels

12/21/09
1686.2
8396.8

12/28/09
1687.9
8413.2

Change
1 .7

16.4

Growth Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (mi +savings+small time deposits)

3 Mos.
8.1 %
2.4%

4.6%
1.4%

5.8%
2.7%

©2010, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLlSHER |
iS NOT RESPONSIBLE FOR ANY ERRORS OR OMlSSlONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use. No part cl it may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used lot generating or marketing any printed or electronic publication, service or product.

III!



Treasury Security Yield Curve
6.00%

5.00% -

4.00% -

3.00° /o -

2.00%

1 .of%

10 30
o.oo%

3 6 1 2 3 5
Mos. Years

ml*

I

/

IANUA RY 15, 2010 VALUE LINE SELECTION 8: OPINION PAGE 31 05

Selected Yields

Recent
(1/06/10)

3 Months
Ago

(10/07/09)

Year
Ago

(1/07/09)
Recent

(1/06/10)

3 Months
Ago

(10/07/09)

Year
Ago

(1/07/09)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.14
0.25

0.50
0.00-0.25

3.25
0.16
0.28

0.50
0.00-0.25

3.25
0.65
1 .40

3.70
2.72
2.81
3.24

3.44
2.38
2.33
2.56

4.30
3.95
3.75
4.26

0.29
0.54
2.02

0.40
0.64
2.24

1.10
1.41
2.38

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.60
5.83
5.86
6.50

5.46
5.28
5.44
5.95

7.56
6.26
6.07
6.72

0.05
0.14
0.36
2.59
3.82
1.37
4.69
4.88

0.06
0.14
0.32
2.17
3.18
1.42
4.00
4.10

0.09
0.28
0.41
1 .66
2.49
2.44
3.04
2.87

3.62
3.38
1 .34
4.05

3.29
3.12
1.27
3.39

2.93
3.20
1.26
3.29

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.94
6.80
5.48

6.29
6.89
5.48

6.11
7.28
5.48

TAX-EXEMPT

4.25
4.95

3.94
4.69

5.24
6.00

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.28
1 .25
1 .68
2.79
3.29
4.20
4,47
5.41

0.37
0.87
1 .57
2.77
2.57
3.77
3.81
5.01

0.85
0.95
2.48
2.77
3.53
4.03
5.04
6.04

4.83
4.74
5.76
5.04
4.80

4.85
4.90
5.20
5.20
4.85

6.10
6.25
6.55
6.50
6.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

12/30/09 12/16/09
1059958 1089691
163525 171457
896433 918234

Change
-29733
-7932

-21801

Average

12 Wks.
1039985
223048
816937

Levels Over

26 Wks.
901516
285447
616069

the Last...
52 Wks.
840218
419138
421080

Change
2.1

-9.3

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
MI (Currency+demand deposits)
M2 (Mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

12/14/09
1683.0
8405.4

12/21/09
1685.1
8396.1

11.1%
3.9%

2.3%
0.1%
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Selected Yields

Recent
(12/29/09)

3 Months
Ago

(9/30/09)

Year
Ago

(12/30/08)
Recent

(12/29/09)

3 Months Year
Ago Ago

(9/30/09) (12/30/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.11
0.25

0.50
0.00-0.25

3.25
0.18
0.29

0.50
0.00-0.25

3.25
Q06
1 .44

3.72
2.56
2.47
2.41

3.63
2.82
2.60
2.62

4.11
4.03
3.89
4.22

0.29
0.54
1 .97

0.40
0.64
2.27

1 .16
1.43
2.51

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.52
5.80
5.98
6.53

5.61
5.31
5.40
5.73

7.08
5.90
5.85
6.58

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.08
0.20
0.43
2.57
3.80
1 .36
4.64
4.81

0.11
0.17
0.38
2.31
3.31
1.53
4.05
4.13

0.09
0.24
0.31
1 .44
2.05
2.33
2.56
2.42

3.62
3.37
1.31
4.08

3.31
3.22
1.30
3.59

2.66
2.95
1 .17
3.09

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.98
6.82
5.48

5.77
6.61
5.48

6.00
7.89
5.48

TAX-EXEMPT

4.21
4.94

4.04
4.86

5.46
6.22

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
RevenueBonds (Revs)(25/30-Year)
Fducation AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.28
1 .22
1 .65
2.77
3.25
4.19
4.48
5.42

0.37
0.80
1 .57
2.00
2,57
2.95
3.92
4.45

0.85
0.95
2.57
2.87
3.70
4.20
5.17
6.1 5

4.77
4.72
5.81
5.18
4.80

4.70
4.75
5.10
5.25
4.75

6.15
6.20
6.50
6.55
6.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period, in Millions, Not Seasonally Adjusted)

Recent Levels

12/16/09 12/2/09
1089691 1119560
171457 206509
918234 913051

Change
-29869
-35052

5183

Average levels Over the Last...
12 Wks. 26 Wks. 52 Wks.
1010650 882362 829643
243588 306498 438064
767063 575864 391580

MONEY SUPPLY
(One-Week Period; in Billions, 5ea5onally Adjusted)

Recent levels

12/7/09
1684.7
8402.0

12/14/09
1683.0
8405.5

Change
-1.7
3.5

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (M1 +savings+smaII time deposits)

2.6%
3.9%

Yo

0.4%

5.2%
3.2%
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Selected Yields

Recent
(12/22/09)

3 Months
Ago

(9/23/09)

Year
Ago

(12/23/08)
Recent

(12/22/09)

3 Months Year
Ago Ago

(9/23/09) (12/23/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.12
0.25

0.50
0.00-0.25

3.25
0.21
0.29

0.50
0.00-0.25

3.25
0.10
1 .47

3.38
1.94
1,91
2.41

3.77
2.57
2.36
2.62

4.43
4.38
4.16
4.23

0.31
0.54
1 .95

0.40
0.64
2.27

1.17
1.56
2.72

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.50
5.80
5.86
6.59

5.68
5.47
5.58
6.14

7.08
6.02
5.90
7.07

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.07
0.16
0.40
2.46
3.75
1 .35
4.61
4.80

0.09
0.1 g
0.40
2.37
3.42
1 .60
4.20
4.30

0.01
0.23
0.35
1 .50
2.16
2.36
2.63
2.67

3.60
3.26
1.26
3.91

3.42
3.37
1 .35
3.75

2.80
2.95
1 .22
3.12

Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

5.63
6.35
5.47

6.08
6.55
5.47

6.25
11 .45
5.47

TAX-EXEMPT

4.18
4.92

4.20
4.98

5.46
6.22

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5» year Aaa
5-year A
10-year Aaa
10» year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.30
1 .23
1 .58
2.75
3.17
4.1 3
4.48
5.42

0.40
0,90
1 .61
3.01
2.65
4.15
4.03
5.60

0.35
0.95
2.57
2.87
3.70
4.20
5.17
6.15

4.75
4.70
5.66
5.21
4.79

5.35
5.40
5.80
5.80
5.35

6.15
6.20
6.50
6.55
6.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not 5ea5onally Adjusted)

Recent Levels
12/2/09
1119559
206509
913050

12/16/09
1089690

171457
918233

Change
-29869
-35052

5183

Average

12 Wks.
1010650

243588
767062

Levels Over
26 Wks.
882362
306498
575864

the Last...

52 W ks.
829643
438064
391 579

MONEY SUPPLY
(One-Week Period, in Billions, Seasonally Adjusted)

Recent Levels

11/30/09
1691 .0
8414.4

12/7/09
1684.8
8401 .6

Change
_6.2

-12.8

G r o f f
3 Mos.
4.1 %
4.2%

Rates Over the Last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
M2 (MI +savings+small time deposits)

7.0%
0.7%

6.8%
3.7%
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Selected Yields

Recent
(12/16/09)

3 Months
Ago

(9/16/09)

Year
Ago

(12/17/08)
Recent

(12/16/09)

3 Months Year
Ago Ago

(9/16/09) (12/17/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (AI/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.12
0.25

0.50
0.00-0.25

3.25
0.21
0.29

0.50
0.00-0.25

3.25
0.27
1 .58

3.33
1 .85
1 .81
2.41

3.57
2.71
2.47
2.62

4.40
4.40
4.04
4.23

0.31
0.54
1 .95

0.40
0.65
2.30

1.46
1.89
2.96

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-year)
Canada

5.32
5.73
5.74
6.45

5.74
5.55
5.59
6.21

7.50
6.1 8
6.26
7.09

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.03
0.16
0.37
2.33
3.60
1 .26
4.52
4.74

0.10
0.1 g
0.35
2.44
3.47
1 .60
4.26
4.37

0.01
0.18
0.45
1 .37
2.19
2.39
2.65
2.69

3.41
320
1.27
3.89

3.38
3.34
1.33
3.69

2.87
2.99
1 .30
3.23

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

5.71
6.67
5.47

6.29
6.73
5.47

6.50
8.23
5.47

TAX-EXEMPT

4.1 g
4.93

4,33
5.33

5.85
6.39

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
Ceneral Obligation Bonds (GOS)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (2S/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.29
1 .24
1 .56
2.73
3.12
4.14
4.47
5.41

0.40
0.90
1.71
2.15
2.78
3.15
4.10
4.56

0.95
1.05
2.86
2.96
4.03
4.23
5.51
5.91

4.74
4.72
5.58
5.13
4.77

4.85
4.90
5.30
5.35
4.90

6.10
6.15
6.30
6.25
6.20

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not seasonally Adjusted)

Recent Levels

11/18/09
1046212
21 7690
828522

12/2/09
1119503
206509
912994

Change
73291
-111 81
84472

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
972570 864416 811124
264850 329800 456746
707720 53461 6 354378

Growth Rates Over the last...

6 Mos. 12 Mos.
MI (Currency+demand deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

11/23/09
1684.3
8391 .8

11/30/09
1691.0
8414.4

Change
6.7

22.6

3 Mos.
14.1%
5.6%

12.4%
1.2%

10.5%
4.5%
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Selected Yields

Recent
(12/02/09)

3 Months
Ago

(9/09/09)

Year
Ago

(12/10/08)
Recent

(12/02/09)

3 Months Year
Ago Ago

(9/09/09) (12/10/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.12
0.26

0.50
0.00-0.25

3.25
0.21
0.30

1 .25
1 .00
4.00
0.86
2.10

3.22
1 .94
1 .95
2.41

3.77
2.90
2.72
2.62

5.17
4.92
4.75
4.24

0.31
0.54
1 .95

0.42
0.72
2.30

1.57
1.95
3.32

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

5.34
5.68
5.71
6.32

6.04
5.63
5.65
6.40

8.29
6.63
6.79
7.55

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

0.02
0.14
0.27
2.15
3.43
1 .27
4.42
4.63

0.14
0.20
0.38
2.37
3.47
1 .63
4.33
4.46

0.01
0.20
0.47
1 .61
2.68
3.11
3.09
2.90

3.31
3.14
1.25
3.67

3.42
3.42
1 .33
3.76

3.09
3.21
1 .42
3.57

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.08
7.17
5.54

5.84
6.62
5.54

6.47
7.38
5.46

TAX-EXEMPT

4.24
4.98

4.37
5.43

5.58
6.17

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.33
1 .25
1 .47
2.67
3.07
4.04
4.47
5.41

0.40
1 .10
1 .76
3.16
2.88
4.40
4.21
5.75

0.95
1 .05
2.95
3.00
4.20
4.40
5.79
6.17

4.74
4.61
5.65
5.17
4.77

5.50
5.55
6.05
6.05
5.50

6.00
5.95
6.75
6.65
6,1 0

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

11/18/09
1046181
217690
828491

12/2/09
1119503
206509
912994

Change
73322
-11181
84503

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
972566 864414 811123
264850 329800 456746
707715 534614 354376

MI (Currency+demand deposits)
MY (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

RecentLevels

11/16/09
1691 .3
8392.1

11/23/09
1684.4
8391 .3

Change
-6.9
-0.8

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
11.4% 10.6% 10.8%
5.0% 0.4% 4.9%

©2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties 0f any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strict for subscriber's own, non-commercial, internal use. No part 0f it may be reproduced,
resold, stored or transmitted in any printed, electronic or other lord, or used for generating or marketing any printed or electronic publication, service or product. r
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A NYSE-AWK\lIERICANWATER 23.12
RECENT
PRICE

PIE
RATIO 11.5(H33€28§£8'3) *s;La1:4z 1.01

DIVD
YLD 3.6% VALUE

LINE
TIMELINESS
sArErv 3

_ E

New7l25l08

TECHNICAL -  E

BETA NMF (1.00 Market)

2012-14 PROJECTIONS
Ann'I Total

Return
1 7 %

6 %

Price Gain
High 40 +75%
Low 25 $ 0%)

to Buy
Options
to Sell

Insider Decisions
FMAMJJASO
0 0 0 0 3 0 0 0 00 0 0 0 0 0 0 0 00 0 0 0 0 0 0 0 0

Institutional Decisions
102009 201009 302009

tO Buy 100 137 152
IN Sell 69 86 72
Hld's(BOll] 56342 82903 119774

High :
Low:

23.7
16.5

23.0
16.2 2013

LEGENDS
Relative Price Strength

Oguonsz Yes .
haded area: pool recesslbn

Latest recess/bn began 12/07

l l l l l .. II•
l"lll l l lI

% TOT. RETURN 12/09
THIS

sTock
11 .g

VL ARITH.
INDEX

60.8
1.9

25.9

1 yr.
3 yr.
5 yr.

21
14
7

Percent
shares
traded

| l..l
I

I I1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2001 2008 2009 2010 © VALUE LINE PUB., INC 2 - 1 4

13.08

.65

d.97

13,84

d,47

d214

14.81

2.87

1.10

.40

13.95

2.90

1.2s

.82

13.85
2.95
1.40
.86

Revenuesper sh
"Cash Fl0w"per sh
Earnings perch A
Div'd Decl'd perch B

15.10
3.25
1.60
.96

4,31

23,B5

4.74

28.39

6.31

2564

4.50

24.30

4.35

22.95

Cap'l Spending per sh

Book Value per sh D

4.30

24.25

16000 15000 15000 175.00 190.00 Common Shs0utst'g c 215.00

18,9

1.15

19%

15.3

1.00

4.2%

AvgAnn'I PIE Ratio
Relative PIE Ratio
Avg Ann'l Div'd Weld

20.0

1.35

3.0%

CAPITAL STRUCTURE as of 9130109
Total Debt $5328.6 mill. Due in 5 Yrs $785.0 mill.
LT Debt$5197.7 mill. LT Interest $295.0 mill.
(Total interest coverage: 2.9x) (56% of Cap I)

Leases, Uncapitalized: Annual rentals $36.2 mill.
Pension Assets-12/08 $513.3 mill

Pfd Stock $28.6 mill.
oblige. $1016.9 mill.
Pfd Div'd $.23 mill.

Common Stock 174,600,300 she.
as of 1116/09

MARKET CAP: $4.0 billion (Mid Cap)

20931

d155B

22142

d342,3

2335.9

187.2

2445

215

2635

255

Revenues ($mill)

Net Profit (small)

3250

325

35.0%

125%

37.4%

11.0%

39.0%

10.0%

39.5%

10.0%

Income Tax Rate
AFUDC % to Net Profit

40.0%

15.0%

5B.1%

43.9%

50.9%

491%

53,1%

469%

56.0%

43.5%

54.5%

45.0%

Long-Term Debt Ratio

Common Equity Ratio

52.0%

48.0%

8692.8

8720.6

NMF

9 2 4 5 ]

9318.0

NMF

87502
9991,8

17%

9325

10500

4.0%

9650

11050

4.5%

Total Capital ($mill)

Net Plant ($miII)

Recur on Total Cap'I

10875

12600

4 5 %

NMF

NMF

NMF

NMF

4 6 %

4,6%

5.0%

5.0%

6.0%

6.0%

Recur on Shr. Equity
Recur on Com Equity

6.0%

6.0%

NMF NMF 3.0%

34%

1.5%

67%

2,o%

67%

Retainedto Com Eq
All Div'ds to Net Prof

2.0%

64%2007 2008 9/30/09

13.5
416.9
430.4
168.9
316.8
288.8
774.5
228%

9.5
408.2
417.7
149.8
654.8
300.2

1104.8
198%

7.8
508.6
516.4
119.3
130.9
350.4
600.6
225%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

accounting for nearly 20% of revenues. Has roughly 7,300 employ
hes. Depreciation rate, 2.1% in 'OB. RWE AG owns roughly 49% of
common stock outstanding. Capital World Investors, 8%. Off. & Dir.
own less than 1%. President & CEO, Donald L. Conrel. Chairman
George Mackenzie Jr. Address: 1025 Laurel Oak Road, Vorhees,
NJ 08043. Telephone: 85B~346» 8200. Internet: www.amwater.com.

BUSINESS: American Water Works Company, Inc. is the largest
investor-owned water and wastewater utility in the U.S., providing
services to over 15 million people in 32 states and Canada. Its non-
regulated business assists municipalities and military bases with
the maintenance and upkeep as well. Regulated operations made
up almost 90% of 2008 revenues. New Jersey is its biggest market

American Water Works finally ap-
pears to be on its own. After numerous
equity offerings, majority owner RWE AG
has fully divested its stake in the water
provider. It had owned nearly 50% of
shares outstanding as of the beginning of
2009 and slightly south of 25% as of our
October report. Following the final sale,
the remaining board members appointed
by RWE announced their resonations.
Some concerns have been lifted
RWE's exit from the business removes a
significant concern regarding its true in-
tentions. Meanwhile, we believe the com~
party will now have a better posturewith
state regulators, something it was sorely
lacking with RWE in the fold. Rulings
have improved considerably since RWE be-
gan shedding its interest, but there is still
room to improve. This augurs well for
American, given there is still $200-plus
million in rate cases outstanding.

. but the stock still remains some-
what speculative. It has only been trad-
ing for about three years and has not yet
been assigned a Timeliness rank or other
trading indicators due to its short history.
These marks help to give investors a bet-

ter understanding of past trends and
therefore provide insight when assessing
future trading habits. Predicting share-
price growth prospects is a bit risky absent
these measures.
Plus, the company's finances appear
to be a bit lacking. Many water infra-
structures have seen better days and are
in need of significant repair. Maintenance
expenses are expected to climb, erasing
much of the benefits from the improving
regulatory environment that we antici-
pate. Meanwhile, increased capital invest
merits require a great deal of financing
that AWK cannot meet on its own. The
costs of funding the improvements will
dilute gains and the issue's appeal as a
growth vehicle.
That said, the stock's dividend yield
cannot be ignored. It is well above aver-
age and worthwhile even when compared
to others in the utility sector. We suspect
that increases will remain a priority,
regardless of the infrastructure require-
ments. Thus, the issue may well interest
the risk-tolerant seeking total return with
a bias for a steady dose of income.
Andre J Costanza January 22, 2010

Pa s !
10 Yrs.

Pas t
5 Yrs.

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Es!'d '06-'08
to '12.'14

1.0%
21.0%

NMF
39.0%
-1.5%

Cal-
endar

QUARTERLY REVENUES (S mill.) A

Mar.31  Jun.  30  Sep.  30  Dec .  31
Full
Year

2006

2007

2008

2009

2010

483.0
468.6
506.8
550.2
580

524.7

558.7

589.4

612.7

655

592.7
633.1
672.2
680.0
730

492.7

553.8

568.5

602.1

670

2093.1

2214.2

2336.9

2445

2635

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2006

2007

2008

2009

2010

.02

.02

.04

.19

.20

.15

.31

.28

.32

.35

d1.42
d1.47

.23

.25

.29

.27

d1.00

.55

.52

.56

d.97

d2.14

1.10

1.28

1.40

Cal-
endar

QUARTERLY DIVIDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

200s
2007
2008
200g
2010

.20

.21

.20

.21.20 .20

.40

.82

Target Price Range
2012 2014

80

60
50
40

30
25
Z0

15

10
_7.5

gains (losses): '08 ($4.62), '09 ($2.77). Dis- (B) Dividendsto be paid in January, April, July, lion, $10,62lshare.
(E) The stock has not been trading long I

Company's Financial Strength
Stock's Price szabuiry
Price Growth Persistence
Earnings Predictability

NMF
NMF
NMF

, . Inc. All "sys reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al Hui kind.
THE PUBUSHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN, 0 pan

(A) Diluted earnings. Excludes nonrecurring earnings may not sum due to rounding. (D) Includes intangibles. In 2008: $1.699 bil-

continued operations: '06, (4¢). and October.
Next earnings report due late Feb. Quarterly (C) In millions, enough to generate Timeliness rank.
o 2010 Value Lorie Dubliahir'

`lTiis publication is strictly lot subscribers own, non-commercial, Internal use. |
of it may be reproduced, resold. lured or transmitted in any printed, electronic or other Tomi, or used for generating or marketing any printed ur electronic publication, service or product.
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1 1. INTRODUCTION

2 Q- Please state your name, position and business address.

3 Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

4 15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q- Please describe Larkin & Associates.

7 Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm.

8 The firm perfonns independent regulatory consulting primarily for public service/utility

9 commission staffs and consumer interest groups (public counsels, public advocates,

10 consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

11 in the utility regulatory field as expert witnesses in over 400 regulatory proceedings

12 including numerous telephone, water and sewer, gas, and electric matters.

13

14 Q- Mr. Smith, please summarize your educational background.

15 I received a Bachelor of Science degree in Business Administration (Accounting Major)

16 with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

17 parts of the Certified Public Accountant ("C.P.A.") examination in my first sitting in 1979,

18 received my CPA license in 1981, and received a certified financial planning certificate in

19 1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law

20 degree (J.D.) cum laude from Wayne State University,1986. In addition, I have attended

21 a variety of continuing education courses in conjunction with maintaining my accountancy

22 license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a

23

A.

A.

A.

Certified Financial PlannerTm professional and a Certified Rate of Return Analyst
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1 ("CRRA"). Since 1981, I have been a member of the Michigan Association of Certified

2 Public Accountants. I am also a member of the Michigan Bar Association and the Society

3 of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of

4 the American Bar Association (ABA), and the ABA sections on Public Utility Law and

5 Taxation.

6

7 Q- Please summarize your professional experience.

8 Subsequent to graduation from the University of Michigan, and after a short period of

9 installing a computerized accounting system for a Southfield, Michigan realty

10 management firm, I accepted a position as an auditor with the predecessor CPA firm to

11 Larkin & Associates in July, 1979. Before becoming involved in utility regulation where

12 the majority of my time for the past 29 years has been spent, I performed audit,

13 accounting, and tax work for a wide variety of businesses that were clients of the Finn.

14 During my service in the regulatory section of our firm, I have been involved in

15 rate cases and other regulatory matters concerning electric, gas, telephone, water, and

16 sewer utility companies. My present work consists primarily of analyzing rate case and

17 regulatory filings of public utility companies before various regulatory commissions, and,

18 where appropriate, preparing testimony and schedules relating to the issues for

19 presentation before these regulatory agencies.

20 I have performed work in the field of utility regulation on behalf of industry, state

21 attorneys general, consumer groups, municipalities, and public service commission staffs

22 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,

23

A.

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,
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1 Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New

2 Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South

3 Carolina, South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington D.C.,

4 West Virginia and Canada as well as the Federal Energy Regulatory Commission and

5 various state and federal courts of law.

6

7 Q- Have you prepared an attachment summarizing your educational background and

8 regulatory experience?

9 Yes. Attachment RCS-1 provides details concerning my experience and qualifications.

10

11 Q- On whose behalf are you appearing?

12 I am appearing on behalf of the Residential Utility Consumer Office ("RUCO").

13

14 Q- Have you previously testified before the Arizona Corporation Commission?

15 Yes. I have previously testified before the Commission on a number of occasions. I

16 testified before the Commission in Docket No. E-01345A-06-0009, involving an

17 emergency rate increase request by Arizona Public Service Company ("APS" or

18 "Company"), APS' Docket Nos. E-01345A-05-0816, E-01345A-05-0826 and E-01345A-

19 05-0827, concerning proceedings involving APS base rates and other matters, and the

20 most recent APS case, Docket No. E-01345A-08_0172, concerning an emergency rate

21 increase and general rate case request. I also testified before the Commission in the last

22 UNS Gas, Inc. rate cases, Docket Nos. G-04204A-08-0571, G-04204A-06-0463, G-

23

A.

A.

A.

04204A-06-0013 and G-04204A-05-0831, and in a previous UNS Electric, Inc. rate case
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1 Docket No. E-04204A-06-0783, as well as the last Southwest Gas Corporation rate case,

2 G-01551A-07_0504, and Tucson Electdc Power Company, Docket No. E-01933A-07-

3 0402, among others.

4

5 Q, What is the purpose of the testimony you are presenting?

6 The purpose of my testimony is to address the rate base, adjusted net operating income

7 and revenue requirement proposed by Arizona-American Water Company ("Arizona-

8 American", "AAWC," or "Company").

9

10 Q- Have you prepared any exhibits to be filed with your testimony?

11 Yes. Attachments RCS-2 through RCS-5 contain the results of my analysis and copies of

12 selected documents that are referenced in my testimony, respectively.

13

14 II. REVENUE REQUIREMENT

15 Q. What issues are addressed in your testimony?

16 A. My testimony addresses the Company's proposed revenue requirement and selected other

17 issues.

18

19 Q- What revenue increase has been requested by AAWC?

20 For the districts included in its current filing, AAWC is requesting an increase in base rate

21 revenues of 8520.498 million, or approximately 56.06 percent over adjusted revenues at

22

A.

A.

A.

current rates as shown in the following table:



District
Anthem
Water

Sun City
Water

Anthem]/
Agua Fria

Wastewater
Sun city

Wastewater
Sun City West
Wastewater Total

Adjusted
TY Rate

Base $7,268,177 $ 2,531,127 $ 7,060,837 $ 2,156,882 $ 1,480,756 S 20,497,779
Adjusted
Current

Revenues $7,210,624 S 9,125,203 s 8,634,567 $ 5,933,970 $ 5,660,389 s 36,564,753
% Change 100.80% 27.74% 81 .77% 36.35% 26.16% 56.06%

District
Anthem
Water

S1111 City

W a t e r

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater

Sun City West
Wastewater Total

Adjusted
TY Rate
Base $5,327,222 $ 712,316 $ 5,296,731 $ 1,527,407 $ 757,477 $ 13,621,153

Adjusted
Current

Revenues $7,201,168 $ 9,125,203 $ 8,634,567 $ 5,933,970 $ 5,660,389 s 36,555,297
% Change 73.98% 7.81% 61.34% 25.74% 13.38% 37.26%
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Summary of Requested Rate Increases per Company

1

2

3 The requested revenue amount is from Company Schedule A in AAWC's filing and is

4 also shown on RUCO Schedule A on Attachments RCS-2 and RCS-3.

5

6 Q- What revenue increase does RUCO recommend?

7 RUCO recommends a revenue increase on adjusted fair value rate base, for each AAWC

8 division, of no more than the amounts listed in the following table:

Summary of RUCO Recommended Rate Increases By District

9

10 Details of how these amounts of revenue deficiency were derived are shown in

11 Attachments RCS-2 and RCS-3 to my testimony. The revenue deficiency for each water

12 district is presented in Attachment RCS-2 on the respective "Schedule A" for that district.

13

A.

A "Schedule A" has also been presented for the total water districts and, separately, the
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1 total wastewater districts, for which rate increases have been sought by AAWC in the

2 current rate case. Attachment RCS-3 presents similar information for each wastewater

3 district.

4

5

6

A.

Q,

Test Year

What test year is being used in this case?

7 AAWC's filing is based on the calendar test year ended December 31, 2008. RUCO's

8 calculations use the same test year.

9

10 Q- Could you please discuss the test year concept?

11 Yes. In Arizona, a historic test year approach is used. Various adjustments are made to

12 the historic test year amounts to ensure that there is a matching of investment, revenues

13 and expenses. Rate base items, such as plant in service and accumulated depreciation, are

14 based on the actual level as of the end of the historic test year. Several rate base items that

15 tend to fluctuate from month to month, such as materials and supplies and prepayments,

16 are based on a test year average level. Since end of test year net plant in service is used,

17 revenues are annualized based on end of test year customer levels. Additionally, certain

18 expenses, such as depreciation and payroll costs, are annualized based on end of test year

19 levels. This is to ensure that the going-forward revenue and expense levels are matched

20 with the investment (net plant-in-service) used to serve those customers.

21 As time goes forward, changes in the Company's cost structure will occur. For

22 example, rate base will increase as new plant is added to serve new customers, revenue

23

A.

A.

will increase as customers are added, expenses will fluctuate, etc. It is very important to
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1 be consistent with a test period approach to ensure that there is a consistent matching

2 between investment, revenues and costs. Any adjustments that reach beyond the end of

3 the historic test year must be very carefully considered before being adopted.

4

5

6

B.

Q-

Summary of Company Proposed and RUCO AaHusted Revenue Requirement

What did your review of AAWC's filing indicate?

7 As shown on Attachment RCS-2 for water and Attachment RCS-3 for sewer, Schedule A,

8 column C, based on the weighted cost of capital recommended by RUCO witness Rigsby

9 for application to OCRB, and the adjustments to AAWC's rate base and net operating

10 income recommended by myself, I have calculated a jurisdictional base rate revenue

11 requirement deficiency on OCRB for each of the AAWC divisions. I have also

12 summarized the increases for the water divisions and, separately for the wastewater

13 divisions, for which AAWC had applied for rate increases in this case. AAWC has

14 requested that its OCRB be used as its Fair Value Rate Base ("FVRB") and has not

15 included with its filing reconstruction cost new depreciated ("RCND") information. I

16 have also used the OCRB as the appropriate measure of the Company's FVRB in this

17 case. As also shown on Schedule A, page 1, of the respective Attachment RCS-2 for

18 water and Attachment RCS-3 for wastewater districts, I have calculated recommended

19 base rate increases using a fair value rate of return (FVROR) of 6.77 percent for each

20 district. The 6.77 percent is the weighted average cost of capital ("WACC")

21 recommended by RUCO witness Rigsby. Because the FVRB is the same as the OCRB for

22

A.

purposes of this case, the WACC and the FVROR are also the same. AAWC should



Dish'ict
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY Rate

Base $5,327,222 $ 712,316 $ 5,296,731 $ 1,527,407 757,477$ $ 13,621,153
Adjusted
Current

Revenues $7,201,168 $ 9,125,203 $ 8,634,567 $ 5,933,970 s 5,660,389 S 36,555,297
% Change 73.98% 7.81% 61.34% 25.74% 13.38% 37.26%
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1 receive a base rate increase of no more than the amounts and percentages for each district

2 as summarized in the following table:

Summarv of RUCO Recommended Rate Increases Bv District

3

4

5

6

c.

Q-

Organ ization AfR UCO Accounting Schedules

How are RUCO's accounting schedules organized?

7 RUCO's accounting schedules are presented in Attachment RCS-2 for the water districts,

8 and on Attachment RCS-3 for the wastewater distnlcts. The presentation in those

9 attachments is organized into summary schedules and adjustment schedules. The

10 summary schedules consist of Schedules A, A-1, B, B.1, C, C.1 and D. Within

1 1 Attachment RCS-2, a set of summary schedules is included for the total of the water

1 2 districts and, separately, for each water district. Similarly, in Attachment RCS-3, a set of

1 3 summary schedules is included for the total of the wastewater distdcts, and, separately, for

1 4 each wastewater district in AAWC's filing.

1 5 Attachments RCS-2 and RCS-3 also contains rate base adjustment Schedules B-1

16 through B-4 and net operating income adjustment Schedules C-1 through C-17, which

1 7 show the detailed adjustments I am recommending to AAWC's filing for water and

1 8

A.

wastewater, respectively.
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1

2 Q. How have you designated the districts on Attachments RCS-2 and RCS-3?

3 Shave used the following designations for the districts on Attachment RCS-2 :

4 "(A)" for Anthem Water

5 "(SC)" for Sun City Water

6 Shave used the following designations for the districts on Attachment RCS-3:

7 "(AAF") for Anthem/Agua Fria Wastewater

8 "(SC)" for Sun City Wastewater

9 "(SCW)" for Sun City West Wastewater

10 As illustrative examples, the schedule showing the calculation of the revenue requirement

11 deficiency for Sun City Water on Attack}nnent RCS-2 is designated as Schedule A (SC).

12 Similarly, the revenue deficiency schedule for Sun City Wastewater is designated as

13 Schedule A (SC) on Attaclnnent RCS-3 .

14

15 Q- What is shown on the "A" Schedules of Attachments RCS-2 and RCS-3?

16 As noted above, Attachments RCS-2 and RCS-3 present the RUCO Accounting Schedules

17 and revenue requirement determination for the water districts and wastewater districts,

18 respectively. Schedule A presents the overall financial summary, giving effect to all the

19 adjustments discussed in my testimony. This schedule presents the change in the

20 Company's gross revenue requirement needed for the Company to have the opportunity to

21 earn RUCO's recommended rate of return on RUCO's proposed Original Cost and Fair

22 Value rate bases. The rate base and operating income amounts are taken from Schedules

23

A.

A.

B and C, respectively. The overall rate of return on original cost rate base of6.77 percent,



Direct Testimony of Ralph C. Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09_0343
Page 10

1 as presented in the refiled testimony of RUCO witness Rigsby, is provided on Schedule

2 D for convenience.

3 Column A of Schedule A replicates AAWC's proposed calculations of the revenue

4 deficiency. Columns B presents RUCO's determination of the base rate revenue

5 deficiency on OCRB and FVRB. Column C shows differences between RUCO and

6 AAWC.

7 The operating income deficiency shown on line 5 of Schedule A is obtained by

8 subtracting the operating income available on line 4 (operating income as adjusted) from

9 the required operating income on line 3. Line 6 represents the gross revenue requirement,

10 which is obtained by multiplying the income deficiency by the gross revenue conversion

11 factor (GRCF).

12

13 Q- What is shown on Schedule A-1 ?

14 Schedule A-1 shows the derivation of the GRCF. The GRCF is used to convert the net

15 operating income deficiency into a revenue deficiency amount. A component for the

16 revenue-based impact on property taxes is included in the derivation of the GRCF. My

17 calculation of the GRCF for each district follows the same format as AAWC's.

18

19 Q- How does the GRCF recommended by RUCO compare with the GRCF contained in

20 AAWC's filing?

21 As shown on the respective Schedule A-1, for each AAWC district, for its direct filing

22

A.

A.

RUCO has used the same GRCFs that were contained in AAWC's filing. At a later point
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1 in the proceeding, the specific GRCF for each district may be subject to revision based on

2 other changes, such as changes in the amount of revenue increase.

3

4 Q- What is shown on the "B" Schedules?

5 Fer each district, and in summary for the water systems and, separately, for the wastewater

6 districts included in AAWC's filing, on Attachments RCS-2 and RCS-3, respectively,

7 there is a Schedule B. Each Schedule B presents AAWC's proposed adjusted test year

8 rate base (in column A), RUCO's adjustments (in column B) and RUCO's adjusted test

9 year rate base (in column C). The beginning rate base amounts presented on Schedule B

10 are taken from the Company's filing for the test year, specifically AAWC Schedule B-l .

11 RUCO's recommended adjustments to rate base are summarized on Schedule B.1.

12 In Attachments RCS-2 and RCS-3, I have prepared a Schedule B.1 for adjustments to

13 AAWC's for each district, and in summary for the water systems and, separately, for the

14 wastewater districts included in AAWC's filing.

15 In Attachments RCS-2 and RCS-3, Schedules B-1 through B-4 provide further

16 support and calculations for each rate base adjustment that I am recommending.

17

18 Q- How was the fair value basis of rate base determined?

19 The FVRB in this proceeding is the same as the adjusted OCRB.

20

21 Q. What is shown on the "C" Schedules of Attachments RCS-2 and RCS-3?

22 For each district, and in summary for the water systems and, separately, for the wastewater

23

A.

A.

A.

districts included in AAWC's filing, Schedule C shows the Company's requested and
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1 RUCO's adjusted net operating income. The starting point on each Schedule C is

2 AAWC's adjusted test year net operating income, as provided on Company Schedule C-1 .

3 For each district, Schedule C shows AAWC's tiled net operating income (in column A),

4 RUCO's adjustments (in column B) and RUCO's adjusted net operating income (in

5 column C).

6 Each of RUCO's recommended adjustments to AAWC's adjusted test year

7 revenues and expenses are summarized on Schedule C.1. The income tax impact of each

8 adjustment is also shown on Schedule C. 1 .

9 Schedules C-1 through C-17 provide further support and calculations for the net

10 operating income adjustments that I am recommending. Each of the adjustments are

11 discussed in my testimony.

12

13 Q- What is shown on Schedule D?

14 Schedule D summarizes the capital structure and cost of capital that was proposed by

15 AAWC and the capital structure and cost of capital that is recommended by RUCO

16 witness Rigsby. In this case, because the FVRB is the same as the adjusted OCRB, the

17 fair value rate of return ("FVROR") is the same as the weighted average cost of capital

18 ("WACC") shown on Schedule D.

19

20 111. RATE BASE

21 Q- Have you prepared schedules that summarize RUCO's proposed adjustments to rate

22

A.

base?
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1 Yes. As noted above, in Attachments RCS-2 and RCS-3, respectively, for each district,

2 and in summary for the water systems and, separately, for the wastewater districts

3 included in AAWC's filing, I have prepared a Schedule B, which shows the rate base

4 requested by AAWC, RUCO's adjustment and RUCO's adjusted rate base. The

5 adjustments to AAWC's proposed rate base are shown on Schedule B.1. A comparison of

6 the Company's proposed rate base and RUCO's recommended rate base, by district, is

7 presented below:

District Per RUCO Difference

8

Anthem Water
Sun City Water
Anthem/Agua Fda Wastewater
Sun City Wastewater
Sun City West Wastewater
Total Rate Base

Per Company
s 57,430,025
$ 28,186,063
S 47,735,732
$ 14,764,087
$ 17,821 ,272
$ 165,937, 179

S
S
$
$
$
s

57,291,754
26,400,924
47,558,242
14,660,342
17,739,272

163,650,534

$ (138,271)
$ (1,785,139)
$ (177,490)
$ (103,745)
$ (82,000)
$ (2,286,645)

9

10

11

12

Plant Adjustments

Q. Are you proposing any adjustments to AAWC's requested plant in service?

13 Yes. I am proposing two adjustments to AAWC's requested plant in service. The first

14 adjustment, B-1, affects only the Sun City Water district, and removes an item of post-test

15 year plant that AAWC had requested. The second adjustment, B-2, affects only the Agua

16 Fria Wastewater district, and removes the cost of two effluent pumps that had been retired

17 during the test year.

18

19

Post Test Year Plant - Sun City Water

Has AAWC requested the inclusion in rate base of plant that was not in service

20

A.

A.

during the test year?
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1 Yes. The Company has proposed to include in rate base the cost for a new well that was

2 placed into service on May 27, 2009, at an amount of $1 .587 million.

3

4 Q, Should that be allowed?

5 No. This is being removed because it was not in service during the test year and because

6 AAWC has failed to demonstrate special or unusual circumstances to justify inclusion of

7 the post test year plant additions in rate base.

8

9 Q- Please elaborate on why post test year plant should be removed in the current

10 AAWC rate case.

11 The test year is the one-year historical period used in determining rate base, operating

12 income and rate of return. Commission's rules at A.A.C. R14-2-103(A)(3)(p) require the

13 end of the test year to be the most recent practical date available prior to the filing. A

14 utility has the Heedom to choose a test year that includes all major rate base and operating

15 income items needed to support its rate application, and to include pro forma adjustments

16 to its test year. The "matching" concept is a fundamental principle of accounting and

17 ratemaking. The absence of matching distorts the coordination the elements of the

18 ratemaking formula, and can adversely affect the fairness and reasonableness of rates. My

19 understanding is that the Commission has only allowed inclusion of post test year plant in

20 special and unusual circumstances that warranted such recognition. Decision No. 71410,

21 at page 20, cites the following two types of situations that have warranted rate base

22

A.

A.

A.

recognition of post-test year plant:
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1
2
3

(I) when the magnitude of the investment relative to the utility 's total investment is
suer that not including the post test year plant in the cost ofserviee would
jeopardize the utility 'sfnancial health; and

4

5

(2) when certain conditions exist as follows:

(a) the east of the post test year plant is significant and substantial;

6
7

(b) the net impact on revenue and expenses for tnepost test yearplant is known
and ins ign yieant or is revenue-neutral; and

8
9

(c ) the post test year plant is prudent and necessary for the provision of services
and reflects appropriate, efficient, effective, and timely decision-making.

10 In the current rate case, AAWC has not demonstrated special or unusual circumstances to

11 justify inclusion of the post test year plant additions in rate base.

12

13 Q- Did the Commission remove AAWC's request for post-test year plant AAWC's last

14 rate 03569

15 Yes. For reasons similar to those stated above,AAWC's request for post test year plant

16 was removed in Decision No. 71410 for Agua Fria Water, Mohave Water and Mohave

17 Wastewater.

18

19 Q- What adjustment is needed?

20 This adjustment is shown on Attachment RCS-2, Schedule B-1, and reduces rate base by

21 $1 .587 million to remove post-test year plant for the Sun City Water district.

22

23 Q- Is there a related adjustment to expense?

24 Yes. As shown on Attachment RCS-2 , Schedule C-16, Arizona-American's proposed

25

A.

A.

A.

depreciation expense for Sun City Water is reduced by $36,961 based on applying the
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1 applicable depreciation rates to the plant adjustment. I discuss this related adjustment to

2 depreciation expense in a subsequent section of my testimony.

3

4

Agua Fria Wastewater - Retirement of Two Effluent Pumps

Are you recommending any other adjustments to plant in service?

5 Yes. I am recommending an adjustment to remove from the Agua Fria Wastewater rate

6 base the cost of two pumps that were retired during the test year. This adjustment is

7 shown on Attachment RCS-3, Schedule B-2.

8

9 Q- Please explain the adjustment shown on Schedule B-2 of Attachment RCS-3.

10 As described in the Company's response to STF 7.3, two effluent pumps at the Verrado

11 waste water treatment plant ("WWTP") were retired. That response indicates that: "The

12 original cost for the 2 pumps is $52,636.25 and our Engineering Department has been

13 notified that a retirement work order should be created to retire the pumps as soon as

14 possible." This adjustment removes the original cost of the two pumps that were retired

15 from Plant in Service and from Accumulated Depreciation. The net impact on rate base is

16 zero.

17

18 Q- Is there a related adjustment to expense?

19 Yes. As shown on Attachment RCS-3, Schedule C-17, Arizona-Amelican's proposed

20 depreciation expense for Agua Fria Wastewater is reduced by $2,853, based on the plant

21 amount of $52,636 times the depreciation rate of 5.42 percent. I discuss this related

22 adjustment to depreciation expense in a subsequent section of my testimony.

23

A.

A.

A.
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1

2

CIAC in CWIP (All Districts Except Sun City West Wastewater)

What is the issue relating to CIAC in CWIP?

3 The Company contends that Contributions in Aid of Constnlction ("CIAC") associated

4 with Construction Work in Progress ("CWIP") should not be deducted from rate base,

5 because there is no offsetting plant in rate base.

6

7 Q- Please explain why the full amount of CIAC should be deducted from rate base.

8 The full amount of CIAC should be deducted from rate base because it is the Company's

9 choice whether to accept plant or funds firm developers, and if the Company chooses to

10 accept plant, then the Company is not expending funds for the plant and thus has funds for

11 other uses. Additionally, the Company's position is contrary to traditional ratemaking

12 practices and contrary to the National Association of Regulatory Utility Commissioners

13 ("NARUC")_definition of CIAC, which does not distinguish between CIAC associated

14 with CWIP and CIAC associated with plant in service.

15

16 Q- Was this Company position rejected by the Commission in AAWC's last rate case?

17 Yes. Decision No. 71410 rej ected AAWC's arguments for filing to deduct CIAC from

18 rate base, andstated at pages26-27 that:

19
20
21
22
23
24
25

A.

A.

A.

We agree with RUCO and Staff that the Company's choice whether to
accept plant or funds from developers is irrelevant, and does not change the
nature of AIAC or CIAC. The evidence in this case does not persuade us to
depart from the traditional treatment of deducting AIAC and CIAC Hom
rate base. The adjustments recommended by RUCO and Staff will be
adopted.



District
Anthem
Water

Sun city
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY Rate

Base $ (30,271) $ (38,991) $ (65,490) $ (3,743) $ $ (138,495)
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1 Q- What adjustment is necessary in the current AAWC rate case?

2 As shown on Attachment RCS-2, Schedule B-3, rate base should be reduced by $138,495

3 in total, and by the amounts shown there, and listed below for each district:

4

Summarv of Adjustments to CIAC

5

6

7

8

Cash Working Capital (All Districts)

What is cash working capital?

9 Cash working capital ("CWC") is the cash needed by the Company to cover its day-to-day

1 0 operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

11 recovery of expenses, investors must provide cash working capital. In that situation a

12 positive cash working capital requirement exists. On the other hand, if revenues are

13 typically received prior to when expenditures are made, on average, then ratepayers

1 4 provide the cash working capital to the utility, and the negative cash working capital

15 allowance is reflected as a reduction to rate base. In this case, the cash worldng capital

1 6 requirement is a reduction to rate base as ratepayers are essentially supplying these funds.

1 7
18 Q , Does AAWC's filing reflect a positive or negative cash working capital requirement?

19

20

A.

A.

A. AAWC's filing shows that it has a positive cash worldng capital requirement for each

district. However, there are some serious flaws in AAWC's calculations. After correcting
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1

2

for such concerns, Attachments RCS-2 and RCS-3, on the respective Schedule B-4 for

each district, shows the adjusted cash working capital requirement for each AAWC

district.3

4

5 Q- What is. indicated by a positive or negative cash working capital requirement?

6 A negative CWC requirement occurs when the results of a lead-lag study indicate that

ratepayers are supplying the funds used for the day-to-day operations of the Company. On

average, revenues from ratepayers are received prior to the time when the utility pays the

associated expenditures. Conversely, a positive CWC requirement indicates that utility

investors have supplied funds used for the day-to-day operations of the Company.

7

8

9

10

11

12

13

Q- Did AAWC present a lead/lag study in support of its cash working capital

requirement?

14

15

16

Yes, AAWC performed a lead/lag study to calculate the cash working capital requirement

in this case. The Company provided its lead/lag study calculations with its work papers in

this case.

17

18 Q- What issues are you addressing with respect to AAWC lead/lag study and request for

19 Cash Working Capital?

20 I am addressing the following issues with respect to AAWC's proposed Cash Working

21 Capital allowance:

22 (1) revenue collection lag,

23 (2) affiliated Service Company Management Fee payment lag, and

24 (3) adjustments to expenses.

25

A.

A.

A.



Summary of Revenue Lag as calculated by AAWC

Revenue Lag Component
Anthem
Water

Sun City
Water

Anthem
Agua Fria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 26.082 26.082 26.082 26.091 26.018

Total RevenueLag Days 46.105 45.727 46.040 45.743 45.628
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1 1. Revenue Lag

2

3

4

Q- What is the function of a revenue lag in a lead/lag study?

5

6

The revenue lag is supposed to measure, on average, the time between (a) the provision of

service and (b) the receipt of payment for service. It typically is comprised of three sub-

component lags: (1) the service period lag, (2) the billing lag, and (3) the collection lag.

Q, What revenue lags did AAWC use in its lead/lag study?7

8

9

10

11

The revenue lags used by AAWC for each district is summarized in the table below:

12

13

14

15

16

17

18

19

20

The Company's lead lag study uses a collection lag, by service area, ranging from 26.018

days to 26.091 days. This effectively assumes that customers, on average, throughout the

year, are not complying with the payment terms. The payment terms are supposed to be

reflected in the dates printed on the customers' bills and with the terms of AAWC's tariff.

As discussed in more detail below, the due date for payment of billings for water and

wastewater service is 20 days and does not differ by the type of customer.

21

22 Q- Are the revenue lags used by AAWC appropriate?

23 No. The collection lag period used by AAWC is excessive and would penalize all

24 customers, including the vast majority of customers that pay their utility bills on time, for

25 the minority of customers who either paying their bills late or do not pay at all (i.e., whose

26

A.

A.

A.

bills become uncollectible).
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1

2 Q- Did RUCO request that AAWC provide Accounts Receivable aging reports by

3 district for each month of 2007, 2008 and 2009?

4 A. Yes, such information was requested in RUCO 2-740).

5

6 Q- Did AAWC provide those requested Accounts Receivable aging reports?

7 No. AAWC's response to RUCO 2-74(j) stated that: "The aging reports are deleted from

8 the system after a short period of time. We are investigating what is required to to (sic)

9 restore theaging reports by district. The reports are available for the Company as a whole,

10 but not at the district specific level of detail. If the Company as a whole would suffice,

11 please let the me (sic) know."

12

13 Q- Without the district aging reports that AAWC could not provide, it is possible to

14 reasonably adjust the collection lag?

15 Yes. A reasonable adjustment to the collection lag can be made by applying the 20 day

16 due date period as the maximum collection lag that would apply for customers who, on

17 average, pay their utility bills on time.

18

19 Q- Please explain why an adj vestment for the revenue collection lag is needed.

20 The Company's lead-lag study uses an unreasonably long revenue lag because its revenue

21 collection lag extends well beyond the bill payment period. The Company's revenue lag

22 is also excessive in comparison with other Arizona utilities that bill customers monthly.

23

A.

A.

A.

The Company effectively assumes that customers, on average, are paying their bills late,
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1 i.e., are on average not paying their bills by the due date printed on the bills.

2 Uncollectibles and late payments should be excluded from the calculation of cash working

3 capital. Before amounts are written-off as uncollectible, the Company may carry such

4 amounts on its books in Accounts Receivable for several months, thus distorting the

5 revenue collection lag for customers who, on average, pay their bills on time.

6 Additionally, bad debt recoveries may be eventually collected several months after the

7 rendering of the initial bill. Including write-offs and recoveries in the determination of the

8 revenue collection lag, however, can result in a distortion of the time when normal paying

9 customers pay their bills for the water and sewer utility service. A more reasonable

10 expectation, and one that excludes the potentially distortive impact of L collectibles on the

11 collection lag, is that customers, on average, pay their bills for water and sewer utility

12 service on or before the due date printed on the bill. Moreover, the Company charges late

13 fees and receives late fee revenue from the customers who pay their bills late.

14

15 Q. Please explain how you calculated the adjustment for the revenue lag on each

16 respective Schedule B-4, of Attachments RCS-2 and RCS-3.

17 I used a maximum period of 20 days for the revenue collection lag for each Arizona

18 district that AAWC had included in its lead-lag study. This assures that the collection lag

19 portion of the revenue lag is not overstated in comparison with the terms provided in the

20 Company's tariff for the payment of the billed revenue. Uncollectibles are removed from

21 cash working capital because they are a non-cash expense. Before they become

22 uncollectible, billed revenue amounts may be carried on the company's books as an

23

A.

account receivable for some time, perhaps even for several months, Haus adding to the



Adjusted Revenue Lag Days with 20-Day Collection Lag

Revenue Lag Component
Anthem
Water

Sun City
Water

Anthem
Agua Fria

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater

Service Period Lag 15.148 15.219 15.248 15.335 15.394

Billing Lag 4.875 4.426 4.711 4.317 4.216

Collection Lag 20.000 20.000 20.000 20.000 20.000

Total Revenue Lag Days 40.023 39.645 39.959 39.652 39.610
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1 revenue collection lag. This necessitates a reasonableness check on the collection lag that

2 reflects the timely payment of revenues that are collected.

3 As stated in the response to RUCO 2-74(b) and (c), the customer bills issued by

4 AAWC states when the bill is due, and "due dates are 20 days after the billing date and it

5 does not differ by type of customer." Moreover, customers are subj et to a late charge if

6 payment is made late. As stated in the response to RUCO 2-74(e): "Customers are subj act

7 to a 1-1/2% late charge. It begins by being posted to the account on day 21 ."

8 For computing the revenue collection lag, I have therefore used the 20 days as the

9 maximum period, on average, which revenue collection should be occumlng, without the

10 potentially distortive impact of uncollectible write-offs. This adjustment resulted in the

11 revised revenue lags for each service district as follows :

1 2

1 3 Q- Are you endorsing the Billing Lag days used by AAWC?

14 A.

15

16

17

18

19

20

No. The Billing Lag days are supposed to measure the time between the reading of the

customer's meter and the issuance of the bill. With many modern utilities using

automated meter reading and computerized billing software, a Billing Lag exceeding 4

days on average also appears to be excessive. In short, the Billing Lag used by AAWC is

also a concern, but a smaller one than the Collection Lag. Fixing the Collection Lag in

this case, by limiting it to the bill payment due date, will resolve the biggest concern

regarding AAWC's proposed revenue lag, so Shave focused on adjusting for that,



Revenue Lag

Typical Arizona Utilities That Use Monthly Billing

Utility Docket

Revenue Lag
Days Reference

APS (Arizona Public Service) E-01315A-08-0172 38,17 A
TEP (Tucson Electric Power) E-01933A-07-0-02 33.79 B

UNS Gas G-04204A-08-0571 40.70 C

ons Electric E-04204A-09-0206 35.59 D

UNS Electric E-04204A-06-0783 35.59 E

Southwest Gas Corporation G-01551A-07-0504 39.53 F

Notes and Source:

[A]: APS workpaper JCL-WP11,p.9

[B]: TEP ScheduleB-5, p. 3

[Caz UNSG ScheduleB-5, p. 3

[D]: UNSE ScheduleB-5, p. 3

[E]: UNSE tiling Schedule B-5, p. 3

[F]: SWG Schedule B-5,p. 2
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1

2

however, this focus should not be misconstrued as an endorsement of the Billing Lag days

proposed by AAWC, which may themselves reflect inefficiency.

3

4 Q- How do the revenue lags used by AAWC compare with the revenue lags used in

recent rate cases by other large Arizona utilities that bill their customers monthly?5

6 The following table summarizes the revenue lags that have been used in several recent rate

7

8

9

10

11

cases:

12

13

14

15

16

17

18

19

20

21

The revenue lags used by AAWC of over  45 days are considerably longer  than the

comparable revenue lags used in each of these recent rate cases by other large Arizona

utilities that bill their customers monthly.22

23

24 Q-

25

26

A.

How do the adjusted revenue lags you are recommending for AAWC compare with

the revenue lags used in recent rate cases by other large Arizona utilities that bill

their customers monthly?
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1

2

3

4

5

6

The adjusted revenue lags I am recommending are near or slightly above the high end of

the range of revenue lags used by other large Arizona utilities that bill their customers

monthly. This supports the reasonableness at; and need to use, the revised revenue lags.

Also, because the revised revenue lag days recommended for AAWC are at, or slightly

above thehigh endof the range that has been used by other Arizona utilities, this supports

viewing their use as the maximum revenue lag days that would be reasonable to use in

determining AAWC's revenue requirement in this case.7

8

9 2. Service Companv Payment Lag

10 Q- What lag did AAWC apply in its lead-lag study for payments of affiliated company

11 Management Fees?

12 AAWC applied a payment lag of 14.7715 days, as shown on line 7 of AAWC's Schedule

13 B-6, in the "Expense Lag Days" column for each district.

14

15 Q- Was the lag that AAWC applied in its lead-lag study for payments of affiliated

16 company Management Fees objectionable?

17 No. Had AAWC not indicated in response to a RUCO data request that it wants to

18 drastically revise this lag and instead reflect a pre-payment of the affiliated Management

19 Fees, would not have objected to the payment lag of 14.7715 days that AAWC reflected

20 in its filing, since it appears to be within a range of commercially reasonable terms such as

21 payment lags to non-affiliated vendors.

22

A.

A.

A.
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1 Q~ How has the Company indicated that it now wants to revise that lag and instead

2 reflect a prepayment of Management Fees to the affiliates?

3 A. Yes. In response to RUCO 2-75, AAWC has indicated that it pre-pays the affiliated

4 Service Company for such affiliated Management Fees and wants to revise its filed lead-

5 lag study to reflect a pre-pavment, on average of 11 .25 days.

6

7 Q, Should a pre-pavment of Management Fees to the affiliates be allowed in the lead-lag

8 study?

9 No, it should not.

10

11 Q- Please explain your recommended Service Company payment lag.

12 The payment lag applied to Management Fees paid to the affiliate American Water Works

13 Service Company ("AWWSC") and/or to other affiliates should be adjusted to

14 commercially reasonable terms. This substantial affiliated transaction should not be

15 permitted to unnecessarily increase rate base via the creation of an unreasonable CWC

16 requirement. In its filed lead-lag study, AAWC reflected a payment lag of 14.7715 days

17 that appears to be commercially reasonable, in that it is between the payroll lag of 12 days

18 and the maintenance lag of 33.6 days, and thus is within a range of reasonableness.

19 However, as stated in response to RUCO 2-75, AAWC now seeks a revision to reflect a

20 pre-payment, on average, for the Management Fees Hom the affiliates. This would imply

21 that AAWC pays for affiliated services, on average,before the affiliated services are

22 provided. AAWC should not be required to pay for services provided by this affiliate any

23

A.

A.

more rapidly that it would pay for the services if they had been performed internally.
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1 Moreover, if AAWC chooses to pre-pay for affiliate-provided services, on average, before

2 they are provided, ratepayers should not be required to pay a return on the increase to

3 AAWC's rate base that relates to such pre-payment for affiliated services. Shave adjusted

4 the CWC associated with AAWC's payments to the affiliate AWWSC by applying the

5 same 12-day expense lag associated with AAWC's direct labor costs.

6

7 Q- What have AAWC's affiliates said about this adjustment in other cases?

8 It appears that AAWC would argue, as it alluded to in its response to RUCO 2-75 and

9 RUCO 2-76, that a Service Company Agreement between AWWSC and the operating

10 utility company wouldrequireprepayment by the utility of each month's Service

11 Company costs.

12

13 Q. Was AAWC able to demonstrate that the Arizona Corporation Commission had ever

14 approved the Service Company Agreement as it applies to any of the AAWC districts

15 covered in the current AAWC rate case?

16 No. RUCO 2-76 asked the Company, in part: "Has the Commission approved any

17 agreement between AzAWC and the affiliated Service Company? If not, explain fully

18 why not. If so, please identify and provide a complete copy of such agreement. Include

19 all amendments and changes thereto since AzAWC's last rate case."

20 AAWC's response stated, among other things, that' :

21
22
23
24

Prior approval of an affiliate arrangement is not required in Arizona. The
Company has searched the Commission's decisions listing and has not been
able to locate a case decision in which either the Company requested
approval of or such approval was granted of the agreement between Arizona

A.

A.

1 A complete copy of AAWC's response to RUCO 2-76 is included in Attachment RCS-4.
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1

2

3

4

5

American and the Service Company ("Agreement"). We believe neither has
occurred, but we are not 100% certain at this time whether or not the ACC
has approved the Agreement because the Company was providing utility
services in Arizona for many years but only in the Paradise Valley district
and readily available decisions for the 1990s are not complete.

6 AAWC included with its response to RUCO 2-76 a copy of the Paradise Valley

7 "Agreement" Paradise Valley is not among the districts for which revenue increases are

8 being sought in the current AAWC rate case. Consequently, AAWC has not been able to

9 demonstrate that the Arizona Corporation Commission has approved the Service

10 Company Agreement as it applies to any of the AAWC districts covered in the current

11 AAWC rate case.

12

13 Q~ Even if the Arizona Corporation Commission had approved such a Service Company

14 "Agreement", does that necessitate that a prepayment of affiliate Management Fees

15 should be reflected in the utility's lead-lag study for ratemaking purposes?

16 Apparently, not. The review of what is reasonable for ratemaldng purposes typically

17 occurs when an issue arises in the context of a rate case. The West Virginia Public

18 Service Commission addressed a similar issue in a recent rate case for one of AAWC's

19 affiliated water companies operating in that jurisdiction.

20

21 Q- How was a similar argument presented by AAWC's water utility affiliate in a recent

22 West Virginia rate ease?

23 In West Virginia Public Service Commission ("PSC") Case No. 08-0900-W-42T, West

24 Virginia American Water Company ("WVAWC") presented a similar argument, citing the

25

A.

A.

provisions of its Service Agreement with AWWSC, and claiming that such Agreement
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1 would somehow require AWC ratepayers to pay a return on the rate base/CWC impact

2 of such an affiliated services prepayment arrangement.

3

4 Q- How did the West Virginia PSC decide that issue?

5 In its Commission Order dated March 25, 2009, the West Virginia PSC rejected the

6 arguments presented by the water utility and adopted the adjustment recommended by the

7 Consumer Advocate Division ("CAD"). Pages 35-36 of the West Virginia PSC's Order

8 state as follows:

The Commission is not persuaded that the CAD recommendation is
unreasonable or requires actions on the part of the Company that violate its
agreement with AWWSC. The agreement allows AWWSC to provide a
current bill 'as soon as practicable' after the last day of each month. It also
provides that AWWSC provide an estimate of the bill for the next month.
However, there is no provision for advance payments of the next monthly
bill. While WVAWC should not act unreasonably in making payments to
AWWSC, a lag comparable with its own payroll lags does not appear to be
unreasonable. while an advance payment does appear to be unreasonable.
The Commission will adopt this CAD adjustment to the Cash Working
Capital.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

(Emphasis supplied)

23 Consequently, the West Virginia Commission used the 12-day labor cost payment lag for

24 the affiliated Service Company Management Fees in the lead-lag study.

25

26 Q- Is your recommended adjustment to AAWC's lead-lag study for the lag for

27 payments to the affiliate AWWSC essentially the same recommendation that was

28 recently adopted by the West Virginia PSC?

29 Yes. AAWC's lead-lag study shows the same 12-day lag for that utility's direct payroll as

30

A.

A.

did WVAWC's lead-lag study. I have applied this same 12-day lag for the AAWC direct
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1 payroll as a reasonable payment lag for payments to the affiliate AWWSC, which

2 provides services to AWC as well as AAWC.

3

4 Q- Might a payment lag longer than 12 days be reasonable for payments to this

5 affiliate?

6 Yes. As shown on AAWC - Anthem Water Schedule B-6, lines 14 and 15, for example,

7 AAWC's overall weighted lags for Maintenance Expense and Other Operating Expenses

8 are 33.6 and 30.0 days, respectively. Consequently, applying the 12-day lag for AAWC's

9 direct payrolls as a payment lag for payments to the affiliate AWWSC is probably a bit

10 conservative.

11

12 3. Other Expense Adjustments

13 Q- Have you also adjusted Cash Working Capital for each district for your

14 recommended adjustments to operating expenses?

15 Yes. Schedule B-4 for each district on Attachment RCS-2 (for water) and RCS-3 (for

16 wastewater) also reflects adjustments for operating expense amounts.

17

18 Summarv of Cash Working Capital Adjustments

19 Q- What is your adjusted Cash Working Capital allowance for each district?

A.

A.

2 See, RUCO Attachment RCS-2 and RCS-3, Schedule B-4, line 1, Labor, for each respective district which
has a composite weighted payment lag of 12.00 days, meaning that payment is made, on average, 12
days after service is provided.



Distnlct
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
SLug City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY Rate

Base $ (108,000) $ (159,000) $  (112 ,000) $  (100,000) S (82,000) $ (561,000)
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1 My recommended adjusted Cash Working Capital allowance is shown on Attachments

2 RCS-2 and RCS-3, Schedule B-4 for each district, and how it compares with AAWC's

3 request, is summarized in the following table:

Sunmlarv of Adjustments to Cash Working Capital

4

5

6 Iv. ADJUSTMENTS TO OPERATING INCOME

7 Q- Please describe how you have summarized RUCO's proposed adjustments to

8 operating income.

9 Attaclnnent RCS-2 includes for each district, and in summary for the water systems and,

10 separately, for the wastewater districts included in AAWC's filing, a Schedule C that

1 1 shows AAWC's requested net operating income, RUCO adjustments, and RUCO's

12 adjusted net operating income. Schedule C.1 presents RUCO's recommended adjustments

1 3 to Arizona test year revenues and expenses. The impact on state and federal income taxes

14 associated with each of the recommended adjustments to operating income is also

1 5 reflected on Schedule C.1. AAWC's proposed adjusted test year net operating income and

1 6 RUCO's recommended adjusted net operating income for each district is summarized in

1 7

A.

A.

the following table:
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District
Anthem Water
Sun City Water
Anthem/Agua Fria Wastewater
Sun City Wastewater
Sun City West Wastewater
Total

Per Company Per RUCO

1

$
$
$
$
$
$

514,448 $
861,085 $

(191,785) $
(51,593) $
618,443 $

1,750,598 $

667,437
1,354,113

23,202
64,724

740,390
2,849,864

Difference
s 152,989
s 493,028
$ 214,987
$ 116,317
$ 121,947
$ 1,099,266

2

3 The recommended adjustments to operating income are discussed below in the same order

4 as they appear on Schedule C.1.

5

6

7

Customer Ann ualization Correction (Anthem Water District

Please explain RUCO Adjustment C-1.

8 AAWC's response to RUCO 2-48 says that RUCO witness Rodney Moored found errors in

9 the Company pro Ronna annualization for Anthem Water, which the Company is accepting

10 and will reflect in their rebuttal. RUCO Adjustment C-1 in Attachment RCS-2 reflects the

11 correction of such errors in computing the revenue requirement for Anthem Water. This

12 adjustment decreases the amount of annualized revenue at current rates for Anthem Water

13 by $9,456.

14

15

16

Rate Case Expense (All Districts)

What has AAWC requested for rate case expense?

17 AAWC has requested $678,425 for the current case, amortized over three years, plus

18 amortization of the remaining unamortized balance from prior rate cases. The $678,425

A.

A.

3 Mr. Moore will be presenting the rate design testimony for RUCO.
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1 is shown on AAWC witness Broderick's Exhibit TMB-2. The amounts requested for the

2 prior rate cases of $149,119 is firm AAWC witness Kiser's direct testimony at page 10

3 and was requested over three years as an amortization in A.AWC adjustment MHK-8.

4

5 Q- Why does the Company state it is asking for more rate case expense than in Docket

6 No. 08-0227?

7 Page 11 of AAWC witness Broderick's testimony states that: "The primary reason this

8 [$678,425] estimate is higher than the most recent (seven distn'ct) rate case is primarily

9 due to the anticipated additional requirement to provide a required public notice to all

10 154,000 Arizona-American customers of the proposed consolidated rates - at a cost of

11 roughly $95,957. There is additional cost to have our rate design expert, Mr. Paul

12 Herbert, design, support and explain consolidated rates. We also anticipate mailing a

13 postcard to all customers concerning public meetings about rate consolidation at a cost of

14 approximately $40,000.99 AAWC Exhibit TMB-2 presents an itemization of the

15 Company's estimated rate case expense, by component, which sums to the $678,425. In

16 addition to the components mentioned above, this includes $230,000 for legal

17 representation, $65,000 for a cost of equity witness, $65,000 for a rate design witness,

18 $15,000 for compliance for an Anthem rate tiers study, $75,000 for "Shared Services"

19 which appears to be for affiliate labor-related charges, $20,000 for newspaper publishing

20 of initial public notice and ACC public comment meetings, $47,500 related to Company-

21 sponsored community meetings, and $50,329 for an initial public notice letter to 81,176

22 customers.

23

A.
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1 Q- Was a request made for the Company's supporting documentation?

2 Yes. A request for the supporting documentation was made in RUCO 2-40(a).

3

4 Q- What did that response state regarding the initial public notice?

5 With regard to the initial public notice, the response to RUCO 2-40(a) stated: "Overall,

6 to-date, expenses are running slightly under budget because the initial required public

7 notice was sent as a bill insert and not as a separately mailed letter. However, legal

8 expenses are expected to later be over budget." (Emphasis supplied.) Company Exhibit

9 TMB-2 listed an estimated expense of $50,329 for the initial public notice.

10

11 Q, What amount of rate case expense was allowed in Decision No. 71410"

12 Decision No. 71410 states at page 39 that: "We find total rate case expense of $456,275,

13 normalized over three years and allocated across the seven districts using the Company's

14 four factor allocation methodology as agreed to by Staff to be reasonable, and will allow

15 it." (footnote omitted).

16

17 Q. What does that equate to as an average per-district?

18 The $456,275 for the seven distdcts would average $65,182 per district. As noted above,

19 the amount was allocated to the districts using the four factor allocation, rather than a

20 straight average.

21

22 Q. Does there appear to be "economies of scale" in addressing multiple districts in a

23

A.

A.

A.

A.

single rate case?
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1 Yes. While there are some issues that pertain only to a single district, there are also

2 several common issues affecting all of the districts in the filing are addressed in the same

3 rate case. Also, the $456,275 for seven districts, which equates to $65,182 average per

4 district firm Decision No. 71410, appears to be lower on a per-district basis than cases

5 filed by AAWC having fewer districts.

6

7 Q- How many districts are included in the current AAWC filing?

8 Five districts, including three wastewater districts and two water districts.

9

10 Q, If the average cost per district from Decision No. 71410 for the seven districts

included in that case was used as a reasonableness check on AAWC's requested

12 amount, what would the equivalent amount be for the current case, which includes

13 five districts?

14 The $456,275 for the seven districts from Decision No. 71410 divided by 7 and multiplied

15 by 5 produces an amount of approximately $330,000:

/
x

$ 456,275 Decision No. 71410 For Seven Districts
7 Number of districts in last case
5 Number of districts in current case

$ 330,000 Approximate Equivalent 5 District Amount

16

17

18 Q- The Anthem and Agua Fria wastewater districts are combined in this case. If those

19

A.

A.

A.

districts were counted separately, what would the average "per district" cost be?
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1 If the Anthem and Agua Fria wastewater districts were counted separately, that would

2 mean 6 districts are included in the current AAWC filing, and the proportional amount

3 would be approximately $390,000:

/
X

$ 456,275 Decision No. 71410 For Seven Districts
7 Number of districts in last case
6 Number of districts in current case*

$ 390,000 Approximate Equivalent 6 District Amount

*If Anthem and Agua Fria wastewater were considered
as separate districts

4

5 In summary, if all other things were equal, a rate case with fewer utility districts should

6 equate to a lower allowable total amount for rate case expense than a comparable filing

7 with a higher number of utility districts.

8

9 Q- Were the "unamortized" amounts from the prior rate case that AAWC had

10 requested allowed?

11 No. Decision No. 71410, at page 39, addressed this and states as follows:

RUCO opposes the inclusion in rates set in this case [of] the $62,000 of
Decision No. 69440 rate case expenses, and Staff is in agreement. RUCO
argues that it should not be allowed because the amortization of rate case
expense for two separate rate cases in one rate case is not a normal recurring
expense, it would allow the Company to recover expenses associated with
rates that are no longer in effect, and it would reimburse the Company for an
expense that does not provide a benefit to current ratepayers.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

A.

A.

"We agree with RUCO and Staff that it would be inappropriate to allow
Decision No. 69440 rate case expenses. As RUCO argues, allowing
recovery of the Decision 69440 rate case expenses would contravene the
ratemaking convention of setting rates at a normal recuning level of
expenses, and would improperly result in charging ratepayers for
expenditures related to rates that are no longer in effect, and it therefore
must be rejected. (footnotes omitted.)



Distn'ct
Anthem
Water

Sun city
Water

Anthem/
Agua Fria

Wastewater
Sun city

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (27,003) S (24,304) $ (31,679) s (20,573) s (18,954) $ (122,513)
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1 Q, Has the Company identified the allowed amounts of rate case expense in other recent

2 AAWC rate cases?

3 Yes. The Company's response to RUCO 2-78(b) states that:

4 Decision No. 71410, dated December 8, 2009, allowed $456,275 in a sevendistrict

5 rate case. Decision No. 70372, dated June 13, 2008 allowed $300,000 in a three

6 district rate case. Decision No. 70351, dated May 16, 2008 allowed $94,264 in a

7 one district rate case.

8 AAWC's response to RUCO 2-78(0) states that:

9
10
11

"The amortization period for Decisions No. 71410 and 70372 was three
years and Decision 70351 was four years."

1 2 Q- Please explain RUCO Adjustment C-2.

1 3 This adjustment removes the cost for the prior rate case, and provides for an allowance of

1 4 $460,000 for the current case, normalized over three years, for a normalized annual

1 5 allowance of $153,333. This normalized allowance is allocated to each district in

1 6 proportion to its four-factor allocator, as shown on Schedule C-2 in Attachment RCS-2 for

1 7 water and Attachment RCS-3 for wastewater, respectively. The adjustment to reduce

1 8 AAWC's requested rate case expense for each district is summarized below.

Summary of Adjustments to Rate Case Expense

1 9

2 0

21

A.

A.

Incentive Compensation Expense .-. AA WC Employees (All Districts)

Please explain RUCO Adjustment C-3.
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1 This adjustment removes 30 percent of the incentive compensation expense for AAWC

2 employees that the Company had included in the test year.

3

4 Q- How did you determine the amount of incentive compensation for AAWC employees

5 that the Company had included in the test year, inclusive of pro forma adjustments?

6 The amount was determinedbased on the Company's responses to RUCOdata requests,

7 which had asked for such information, and from a review of underlying detail contained in

8 the Excel files that were provided by the Company. The 30 percent disallowance has also

9 been applied by the Commission to AAWC's incentive compensation expense in other

10 recent AAWC rate cases including Docket Nos. W/SW-01303A-08-0227, as discussed in

11 Decision No. 71410.

12

13 Q- D i d  R U C O ask AAWC data requests concerning the amount of incentive

14 compensation expense that was included in the test year, inclusive of pro forma

15 adjustments?

16 Yes. RUCO 2-6 and RUCO 3-2 asked for such information.

17

18 Q- Does the information listed by AAWC in response to those data requests appear to

19 accurately present the full amount of incentive compensation expense that was

20 included in the test year, inclusive of pro forma adjustments?

21 No, it does not. As summarized in the following table, the amounts listed by AAWC in its

22 responses to RUCO 2-6 and RUCO 3-2 only appear to include the "corporate allocation"

23

A.

A.

A.

A.

amounts from Account 501711 and that AAWC has included in its request, amounts
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1 which include "l2/31/2008 recorded" plus the "corporate allocation" amounts in Account

2 501711, which are shown in columns A, B and C of the following table:

3

Incentive Plan Expense Requested by AAWC: Account 501711

District

12/31/08 Corporate

Recorded Allocation

(A )

Anthem Water $ 3 ,496

Sun City Water $ 4,224

Anthem/Aqua Fria Wastew2 $ -

Sun City Wastewater

Sun City West Wastewater $  17 ,753

Tota l  $  25 ,473

(B)

$ 44,560

$ 58,075

$ 58,795

$ 35,906

$ 30,382

$227,718

( C)
$ 48,056

$ 62,299

$ 58,795

$ 35,906

$ 48,135

$ 253,191

Per

12/31/08 RUCO 2-6 &

Actual RUCO 3-2 Difference

(D)
S 44,560

$ 58,075

$ 58,795

$ 35,906

$ 30,382

s 227,718

(E)
$ 3,496

$ 4,224

$ _

$ _

$ 17,753

$ 25,473

4

5

6 I have used the amounts listed in column C of the above table which total to $253,191 as

7 the basis for this adjustment. In response to RUCO 6-1 , the Company clarified its

8 previous responses and confirmed that the amounts shown in column C accurately reflect

9 the incentive compensation expense included in its filing for these districts.

10

1 1 Q, Did the Company provide a copy of its incentive compensation plan?

12 Yes, a copy was provided in response to RUCO 2-6.

1 3

14 Q- Please briefly discuss the key provisions of the incentive compensation program.

1 5 According to the 2008 Annual Incentive Plan - Rewarding Achievement, the annual

16 incentive plan ("AlP" or "Plan") is designed to reward participants for the perfonnance

1 7

A.

A.

results attained by such participants and the Company during the plan year. These
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1 performance standards are comprised of the three following components: (1) Financial

2 (Corporate, Divisional/Regional and State), Operational and Individual.

3 Financial Component

4 The financial component is based on operating income. The performance level is

5 determined at the Corporate, Divisional/Regional and State levels. In 2008, more than

6 85% of the operating income target for the entire Company had to be achieved before

7 incentive compensation was awarded based on the corporate financial component of the

8 Plan, although such an award could be made on the Divisional/Regional and State

9 financial components if operating income exceeded 85% of the target. In addition, more

10 than 75% of the Corporate operating income target had to be achieved in order for any

11 payments to be made on any components of the Plan for the entire Company.

12

13 Operational Component

14 The operational component is based on the following:

Environmental Compliance: Environmental compliance is measured by "Notice of
Violation ("NOV") count defined as the number of times an official notice is
issued by a primacy agency for failure to comply with a federal, state or local
government statute or regulation that is covered under the scope of the American
Water Environmental Management Policy.

Safety Performance: Safety performance is measured on an OSHA Total
Recordable Incident Rate ("ORIR") which is defined as the rate of total injuries
requiring treatment beyond first aid per 200,000 hours worked. ORIR focuses on
total injury reduction which by extension improves Lost Work Day Case Rate
("LWCR") and correlates more closely to workers compensation claims and costs.
LWCR will remain a personal performance goal for the Operations and
Operational Risk Management functions.

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

Customer Satisfaction: Customer satisfaction is based on the results of the annual
Customer Satisfaction Survey ("CSS") conducted in the fourth quarter of each year
through randomly selected customer contacts in each state.



Direct Testimony of Ralph C, Smith
Docket Nos. W-01303A-09-0343 & SW-01303A-09-0343
Page 41

1 Service Quality: Service quality is based on the annual results of the Service
Quality Surveys ("SQS") conducted throughout the year with customers having
had recent contact with a customer service or field service representative.

• Service Level: Percentage of calls answered in the Customer Service Center within
a certain timeframe.

Quality Measures (Shared Services Center): (1) SSC error rate -- number of
financial statement errors, (2) Reconciliations - calendar year average of accounts
beyond policy, and (3) Timeliness of Processes - annual percentage of processes
conducted according to schedule (e.g. tax filings, consolidated financial
statements, external audit information submissions, days to image & process
invoices and Or com rate changes.

Compliance (Shared Services Center ("SSC") - (1) External audit findings -
number of unrecorded differences and topside entries, (2) internal audit findings .-
number of instances of deviations from policy/procedures during SOX testing, and
(3) external filing requirements - annual reports and Commission reports
completed by established deadlines for SSC.

Each operational component discussed above is measured as follows:

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

Environmental Compliance - 25%
Safety Performance - 25%
Customer Satisfaction - 25%
Service Quality - 25%

Individual Component

30 The individual component includes Performance Targets as agreed to by participants and

31 managers within the Companywide standard performance management process. The

32 Company will provide an AlP letter which outlines the Company component targets.

33 Individual performance is assessed using American Water's Performance Management

34 and Development Review ("PDR") process whereby the PDR requires each individual to

35 have five performance targets. Each of these five performance targets should be specific,

36 measurable and aligned with the Company's performance targets.

37
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1 Q- What criteria has the Commission found important in deciding issues concerning

2 utility incentive compensation in recent cases?

3 The criteria the Commission has found important in deciding this issue in recent cases are

4 described in various orders which have addressed the treatment of utility incentive

5 compensation expense for ratemaddng purposes. In Decision No. 68487 (February 23,

6 2006), the Commission adopted Staff's recommendation for an equal sharing of costs

7 associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

8 ("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the

9 Commission stated in part on page 18 of Order 68487 that:

10

11

12

13

14

15

16

17

18

19

We believe that Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between
the benefits attained by both shareholders and ratepayers. Although
achievement of the performance goals in the MIP, and the benefits attendant
thereto, cannot be precisely quantified there is little doubt that both
shareholders and ratepayers derive some benefit from incentive goals.
Therefore, the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendations to be a reasonable resolution.

20 AAWC has not refuted the fact that both shareholders and ratepayers derive some benefit

21 from incentive goals when such goals are achieved by AAWC employees.

22

23 Q- Do AAWC's shareholders and customers both benefit from the achievement of

24 incentive compensation program?

25 Yes. Shareholders benefit from the achievement of financial goals. Additionally,

26

A.

A.

shareholders benefit 80m the achievement of expense reduction and expense containment
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1 goals between rate cases. Shareholders and ratepayers can both benefit from the

2 achievement of customer service goals.

3

4 Q- Why have you used a 30 percent disallowance for the incentive compensation for

5 AAWC employees?

6 The 30 percent disallowance is what the Commission had determined for AAWC

7 incentive compensation in prior AAWC rate cases, including Decision No.71410 and

8 68858.

9

10 Q- Could a higher percentage disallowance be justified?

11 I believe so. In general, incentive compensation programs can provide benefits to both

12 shareholders and ratepayers. The removal of 50% of the incentive compensation expense,

13 in essence, provides an equal sharing of such cost, and therefore provides an appropriate

14 balance between the benefits attained by both shareholders and ratepayers. Both

15 shareholders and ratepayers stand to benefit from the achievement of performance goals,

16 however, there is no assurance that the award levels included in the Company's proposed

17 expense for the test year will be repeated in future years.

18

19 Q. Please summarize your recommendation concerning AAWC's incentive

20 compensation expense.

21 I recommend continuing the 30 percent allocation for AAWC's incentive compensation

22 expense to shareholders ordered by the Commission in Decision No. 71410. This results

23

A.

A.

A.

in a reduction to test year expense of $75,959, as summarized in the table below.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (14,417) $ (18,690) $ (17,639) $ (10,772) $ (14,441) 83 (75,959)

Amounts of Test Year Stock-Based Compensation Expense per
AAWC's Response to RUCO 2-25:

Description
Account
Number Amount

Compensation - Stock Options 501716 S 36,693
Compensation - Restricted Stock 501717 $ 28,834
Compensation - Restricted Stock Units 501718 $ 4,046
Total Test Year Stock-Based Compensation $ 69,573
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Summarv of Adjustments to Achievement Incentive Pay

1

2

3 Q. Does this adjustment address incentive compensation expense charged to AAWC

4 from affiliates?

5 No. The incentive compensation charged to AAWC Hom affiliates as part of the affiliate

6 Management Fee is addressed in a subsequent section of my testimony.

7

8

9

Stock-Based Compensation Expense (All Districts)

What expense for stock-based compensation has AAWC stated that it included in its

10 filillg?

11 The Company's response to RUCO 2-25 listed the following amounts for stock-based

12 compensation:

13

14

A.

A.



Acct. Description
Anthem
Water

Sun City
Water

Anthem
Agua Fri a

Wastewater
Sun City

Wastewater

Sun City
West

Wastewater Total
501717 Comp Exp-Restnlcted Stk $ 9,735 $12,688 s 12,845 s 7,845 $ 6,638 $49,751
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1 Q- Did you uncover conflicting information regarding the stock-based compensation

2 expense in AccountNo. 501717?

3 Yes. The Company's response to RUCO 2-25 indicated that for Account No. 501717

4 Comp-Restricted Stock, the Company listed the test year amount as $28,834. However, as

5 shown in the table below, the referenced Company workpaper indicated that AAWC

6 recorded a total of $49,751 during the test year for this expense in Account 501717 for the

7 districts that are the subj act of this proceeding:

8

9

10 In response to RUCO 6-3, AAWC stated that the Company inadvertently provided only

1 1 the Service Company portion of stock-based compensation in its response to RUCO 2-25 .

1 2 In addition, the Company further stated in RUCO 6-3 that due to an accounting error,

1 3 some stock-based compensation was erroneously booked to an AAWC district that is not

14 part of this proceeding. As a result, in the response to RUCO 6-3, the Company provided

1 5 updated test year amounts for the Service Company and AAWC non-affiliate portions of

1 6 stock-based compensation included in cost of service.

17

1 8 Q- Has stock-based compensation expense been disallowed by the Commission in rate

19 cases for other utilities?

20 Yes. In Decision No.69663, the Commission adopted Staffs recommendation that stock-

21 based compensation be disallowed for Arizona Public Service Company ("APS").

22

A.

A.
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1 Q. Was the adjustment to remove APS' stock-based compensation expense made by the

2 Commission in the Company's last rate case despite attempts by APS to demonstrate

3 that its total compensation, including incentives, was reasonable?

4 Yes. At page 36 of Decision No. 69663, the Commission rejected an argument made by

5 APS that the Commission should look at the reasonableness of total compensation and not

6 at how compensation is determined or its individual components, when it stated as

7 follows :

8

9

10

11

12

13

14

15

16

17

18

19

20

21

APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission should
look at how that compensation is determined or its individual components,
but rather should just look at the total compensation, The Company argues
that the interests of investors and consumers are not in fundamental conflict
over the issue of financial perfonnance, because both want the Company to
be able to attract needed capital at a reasonable cost...We agree with Staff
that APS' stock-based compensation expense should not be included in the
cost of service used to set rates...To the extent that Pinnacle West
shareholders wish to compensate APS management for its enhanced
earnings, they may do so, but it is not appropriate for the utility's ratepayers
to provide such incentive and compensation.

22

23 Q-

24

Was stock-based compensation expense also disallowed in the Commission's decision

in a rate case involving UNS Electric, Inc.?

25

26

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

27
28
29
30
31
32
33

A.

A.

For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
emp1oyees...The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No.69663).
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1

2 Q- Was stock-based compensation expense removed by Staff in other recent utility rate

3 cases?

4 Yes. Staff also removed the utility's stock-based compensation expense in the recent rate

5 cases of Tucson Electric Power Company, Docket No. E-01933A-07-0402 and Southwest

6 Gas Corporation, Docket No. G-01551A-07-0504.4

7

8 Q. Please discuss the reasons for removing stock-based compensation.

9 Ratepayers should not be required to pay executive compensation that is based on the

10 performance of the Company's (or its parent company's) stock price. Additionally, prior

11 to being required to expense stock options for financial reporting purposes under

12 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

13 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

14 cost borne by shareholders. While SFAS 123R now requires stock option cost to be

15 expensed on a company's financial statements, this does not provide a reason for shifting

16 the cost responsibility for stock options iron shareholders to utility ratepayers.

17

18 Q- Please explain your adjustment to AAWC's Stock-Based Compensation.

19 As shown on Schedule C-4, using the updated amounts reference above, this adjustment

20 decreases test year expense by $123,782 to reflect the removal of AAWC's stock-based

21 compensation for the AAWC districts in the current rate case. The expense of providing

A.

A.

A.

4 Staffs adjustment to remove TEP's stock-based compensation was incorporated into a settlement approved by the
Commission in Decision No.70628. The ALJ's recommended opinion and order in Docket No. G-01551A-07-0504
adopted Staff's adjustment to remove stock-based compensation expense. The Commission's Decision No 70665 in
that case adopted the adjustment to remove expense for Southwest Gas's stock-based compensation expense.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fda

Wastewater
SLug City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (24,222) $ (31,568) S (31,959) $ (19,518) (16,515)$ s (123,782)
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1 stock options and other stock-based compensation to officers and employees beyond their

2 other compensation should be home by shareholders and not by ratepayers.

3

4 Q- What adjustment do you recommend for AAWC's stock-based compensation

5 expense by district?

6 As shown on Schedule C-4, expense for the AAWC districts in the current rate case is

7 reduced by $123,782. The adjustment is summarized in the table below.

Summarv of Adjustments to Stock-Based Compensation

8

9

10

11

Normalized Pension Expense (All Districts)

What amount of pension expense has AAWC requested?

12 AAWC has requested pension expense of $2.090 million, before allocation among

13 districts, based on funding payments into the defined benefit pension plan trust for 2009.

14

15 Q. How does the $2.090 million pro forma amount used by AAWC for Pensions

16 compare with the actual recorded expense in recent years?

17 It is significantly higher than any amount for the last five years, 2004-2008, as shown in

18

A.

A.

A.

the following table:



AAWC Request Exceeds
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Comparison of Annual Pension Amounts

Amount By Amount PercentYear
Actual Recorded:

2004
2005
2006
2007
2008

Averages:
2004-2008
2006-2008
2007-2008

$
$
$
$
$

146,893 [a]
317,798 [a]

1,013,141 [a]
903,222 [a]

1,734,561 [al

$
$
$
$
$

1,943,107
1,772,202
1,076,859
1,186,778

355,439

1322.8%
557.7%
106.3%
131 .4%
20.5%

$
$
$

823,123
1,216,975
1,318,892

$
s
$

1,266,877
873,025
771,109

153.9%
71.7%
58.5%

AAWC Requested
RUCO Normalized

$
$

2,090,000 [b]
1,318,892 [c]

1

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-2
and is based upon 2009 funding contributions
[c] Based on two-year average, 2007-2008

2 The 2009 amount used by AAWC is abnormally high, and the unusually high amount

3 appears to be driven by the poor stock market performance that occurred with the

4 worldwide financial crises that began unfolding in the second half of 2008.

5

6 Q- Do you have other concerns about AAWC's request for pension expense in this case?

7 Yes, the amount requested by AAWC does not appear to have been based on its net

8 periodic pension cost that is accrued pursuant to Statement of Financial Accounting

9 Standards No. 87 ("FAS 87') but rather on a funding amount, which is subject to

10 management discretion. As explained in response to RUCO 2-52, AAWC's requested

11 pension expense "is based upon the funding requirement for the upcoming year based

12 upon the actuarial report of Towers Perrin." A copy of that actuarial report was provided

13 in response to RUCO 2-52.

14

A.
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1 Q- What is shown in that actuarial report?

2 A. The actuarial report provided in the response to RUCO 2-52, dated March 2009, is for the

3 American Water Works Company, Inc. (AWWC) defined benefit pension plan, and

4 includes information on the following:

5 Pension Cost for Fiscal Year Ending December 31, 2009

6 • Employer Contdbutions for Plan Year Beginning July 1, 2008

7

8 Q- Does the actuarial report show the net periodic pension cost per FAS 87?

9 Yes, it does.

10

11 Q~ What was the FAS 87 Pension Cost amount and how does it compare with prior

12 years?

13 The FAS 87 pension cost for January 1, 2009 for AWWC is listed on page MS-2 of the

14 report and is $81,116,478 The 2009 expense is much higher than in previous years as

15 shown in the "History of Pension Cost" tables from page MS-4 of the report, which are

16

A.

A.

reproduced for ease of reference below:
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History of Pension Goat

1

2 The following table shows the relative dollar amounts in total and the percent of covered

3 Pair

History of Pension Cost

-Pension cost -

Percent 01
covered pay

Discount
rate

Fiscal
year

2009*

2008*

2007*

2006

2005

Amount

$ 81,116,478

39,625,996

38,968,697

40,327,960

36,845,672

26.1%

13.4

13.5

16.7

15.5

6.12%

6.27

5.90

5.65

6,09

* All values on or after 2007 reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 2006.

4

5

6

7

8

As can be seen, the total cost for 2009 has more than doubled the cost of any of the prior

years, 2005 through 2008. Additionally, the cost as a "percent of covered pay" at 26.1

percent for 2009 is also almost double the 13.4 percent and 13.5 percent for the prior years

2008 and 2007, respectively. As shown on page SI-3 of the actual report, the dollar cost
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1 per active participant is $16,626 for fiscal 2009, which is more than double the

2 comparable amount of $7,842 for fiscal 2008.

3

4 Q- Does the actuarial report show how the pension cost under FAS 87 changed from

5 2008 to 2009?

6 Yes. This is shown at page MS-2, and summarized in the following table:

Change in Pension Cast and Overfunded (Underfunded) PBO
The pension cost increases from 839,625,996 in fiscal 2008 to 381) 16,478 in 8sca12009 and the

underfunded ?BO increased from $(265, l 35,065) on January 1, 2008 to 8(479,8}4,l077, as set forth
beiowz

Pension Cost
Funded

Position
39,625,996 s (265,135,065)

>

*

(2,982,015) 42,493,168

Prior year

Change due to:

Expected based on prior valuation

Loss (.gain) from no investment
experuerrce

Loss (gain) from asset experience

Assumption changes

> Plan amendments

Current year

»

»

1162,793

37,809,962

4,899,742

0
81 ,116,478

(16,002,728)

(209,099,734)

(32,069,748)

0

S (479,814,107)
7

8 As can be seen, there was a loss on the assets of over $209 million which resulted in an

9 increase to the pension cost of approximately $37.8 million. Page MS-3 of the report lists

10 the following as "significant reasons" for the changes:

•

•

•

11

12

13

14

15

16

17

18

A.

•

The return on the fair value of plan assets since the prior measurement date was less
than expected, which increased the underfunded PBO and increased pension cost.
The assumed rate of iilture salary increases was lowered by 25 basis points, which
decreased pension cost and decreased the underfunded PBO.
The overtime assumption for union participants and nonunion, nonexempt participants
was increased, which increased the underfunded PBO and decreased pension cost.
The discount rate for benefit obligations was changed from 6.27% to 6.l2%, which
increased pension cost and increased underfunded PBO.
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1

2

3

• Minor losses from what was assumed for plan demographics occurred, which
increased pension cost and increased underfunded PBO.

4 As described on page SI-1 of the actuarial report, the plan experienced a rate of return of

5 negative 24.6 percent in 2008, and had an investment return of negative $160 million.

6 This compares with a negative investment return of $41 .9 million in 2007, which equated

7 to a negative return of approximately 6.6 percent.

8

9 Q- You mentioned that the return on the AWWC defined benefit pension plan assets

10 was a negative 24.6 percent in 2008, which contributed to the abnormally high

11 pension expense that AAWC is seeking. Did the Company provide the return on

12 pension plan assets for 2009?

13 Yes. The Company's response to RUCO 2-95 states that, "the total return year-to-date

14 2009 is 20.34%."

15

16 Q- Does the actuarial report describe AAWC's funding policy for its defined benefit

17 pension Plan?

18 Yes. This is discussed at page MS-6, as follows:

19
20
21
22
23
24
25
26
27
28
29
30

American Water's funding policy is to contribute an amount equal to the
minimum required contribution under ERISA. American Water may
increase its contribution above the minimum if appropriate to its tax and
cash position and the plan's funded position. American Water makes plan
contributions each plan year in four installments, one in August, one in
November, one in February, and one in May, which, in total, suffice to
cover the minimum funding requirement for the plan year, and, individually,
suffice to cover the quarterly requirements in October, January, April, and
July respectively of each plan year.

A.

A.

Plan year contributions were made in the amounts of $15,000,000 during
August of 2008, $155000,000 during November of 2008, and $17,100,000
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1

2

3

during February of 2009.
funded during May of 2009.

Additionally, $17,100,000 is expected to be

4 Q- Are the funding contributions discretionary with management?

5 Yes. Within limits, the funding contributions for a defined benefit pension plan are

6 discretionary with AWWC management.

7

8 Q. What are the limits based upon?

9 The limits typically involve looking at three areas:

10 (1) the minimum required contribution under ERISA;

11 (2) the contribution needed to meet the funding target under the Pension Protection Act of

12 2006 ("pp"), and

13 (3) the maximum tax deductible contribution.

14 The ERISA and PPA analysis is sometimes used to establish the minimum amount of

15 annual funding. Frequently, there can be an extremely wide range between some of these

16 measures. For example, as described in the actuarial report on pages MS-5 and MS-6, the

17 estimated maximum tax deductible contribution was $737.3 million and the minimum

18 funding requirement under the PPA was approximately $64.2 million. These figures for

19 the plan year beginning July 1, 2008 are also shown on pages SI-6 and SI-8, along with

20 comparative information from the prior year. The difference between the maximum tax

21 deductible contribution of $737.3 million and the minimum required contribution of $64.2

22 million is over $673 million, and the amount to choose to contribute to the defined benefit

23 plan trust within this range is up to management discretion.

24

A.

A.
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1 Q- What do you recommend for pension expense in the current case?

2 I recommend using a two-year average of the FAS 87 amounts for pension expense to

3 establish a normalized level for AAWC in the current case. The use of an average is

4 needed because the 2009 results are abnormally high and reflect a FAS 87 amount that

5 almost doubled the 2007 and 2008 experience, largely due to the poor investment returns

6 experienced by the pension trust in the latter part of 2008 and early 2009.

7

8 Q- Is it widely accepted to use the FAS 87 amounts for establishing pension expense in

9 utility ratemaking proceedings?

10 A. Based on my experience, yes it is. Regulatory commissions typically either base pension

11 expense upon the FAS 87 accruals, or use the cash funding contributions. Because the

12 range of potential cash funding contributions has become so wide in recent years, and is

13 subject to such a degree of management discretion, I believe it is better to base the

14 ratemaking allowance for pension expense on the FAS 87 results, normalized to remove

15 the abnormal results that affected the AWWC defined benefit plan for 2009.

16

17 Q. How does your recommendation for a normalized level of pension cost compare with

18 prior years, and with AAWC's request, in terms of a cost per participant and

19 percent of covered pay?

20

A.

A. These comparisons are presented in the following tables:



Pension Cost Per Active Participant and

As Percent of Covered Pay

Period
Per Active
Participant

Percent of
Covered Pay

Notes/
Source

Fiscal 2006 $ 8,836 16.70% fa]
Fiscal 2007 $ 7,700 13.50% Ia]
Fiscal 2008 $ 7,842 13.40% lai
Fiscal 2009 s 16,626 26.10% [a
RUCO Normalized $ 11,374 14.50% [b
AAWC Requested $ 19,539 24.90% [c

Notes/Source
[a] Per AWWC actuarial reports, May 2007 and March 2009
[b] RUCO adjustment, percent of covered pay estimated
[c] AAWC adjustment, percent of covered pay estimated
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1

2

3 Q- Has the parent company, AWWC, closed its defined benefit plan to new employees?

4 Yes. In general, employees hired or rehired after January 1, 2006 are not eligible to

5 participate in the AWWC defined benefit pension plan.5

6

7 Q- Is closing or limiting participation in defined benefit pension plans consistent with an

8 overall trend?

9 A. Yes, it certainly appears to be. For example, in March 2009, the U.S. Government

10 Accountability Office issued a report (GA0-09-291, dated March 30, 2009)6, which

11 concluded that :

12

13

14

15

16

17

18

19

The number of private defined benefit (DB) pension plans, an important
source of retirement income for millions of Americans,has declined
substantially over the past two decades. For example, about 92,000
single-employer DB plans existed in 1990, compared to just under
29,000 single-employer plans today. Although this decline has been
concentrated among smaller plans,there is a widespread concern that
large DB plans covering many participants have modified, reduced, or

A.

5 Details of eligibility are described in the March 2009 actuarial report at page SI-23, including certain exceptions for
certain union groups.
6 A copy of the complete GAO study can be obtained online at: http://www.gao.gov/new.items/d09291.pdf
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1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

otherwise frozen plan benefits in recent years. GAO was asked to
examine (1) what changes employers have made to their pension and benefit
offerings, including to their defined contribution (DC) plans and health
offerings over the last 10 years or so, and (2) what changes employers might
make with respect to their pensions in the future, and how these changes
might be influenced by changes in pension law and other factors. To gather
information about overall changes in pension and health benefit offerings,
GAO asked 94 of the nation's largest DB plan sponsors to participate in a
survey, 44 of these sponsors responded. These respondents represent about
one-quarter of the total liabilities in the nation's single-employer insured DB
plan system as of 2004. The survey was largely completed prior to the
current financial market difficulties of late 2008.

GAO's survey of the largest sponsors of DB pension plans revealed that
respondents have made a number of revisions to their retirement
benefit offerings over the last 10 years or so. Generally speaking, they
have changed benefit formulas; converted to hybrid plans (such plans
are legally DB plans, but they contain certain features that resemble DC
plans); or frozen some of their plans. Eighty-one percent of responding
sponsors reported that they modified the formula for computing benefits for
one or more of their DB plans. Among all plans reported by respondents, 28
percent of these (or 47 of 169) plans were under a plan freeze--an
amendment to the plan to limit some or all future pension accruals for some
or all plan participants. The vast majority of respondents (90 percent, or 38
of 42 respondents) reported on their 401(k)-type DC plans. Regarding these
DC plans, a majority of respondents reported either an increase or no change
to the employer or employee contribution rates, with roughly equal
responses to both categories. About 67 percent of (or 28 of 42) responding
firms plan to implement or have already implemented an automatic
enrollment feature to one or more of their DC plans. With respect to health
care offerings, all of the (42) responding firms offered health care to their
current workers. Eighty percent (or 33 of 41 respondents) offered a retiree
health care plan to at least some current workers, although 20 percent of (or
8 of 41) respondents reported that retiree health benefits were to be fully
paid by retirees. Further, 46 percent of (or 19 of 4l) responding firms
reported that it is no longer offered to employees hired alter a certain date.
At the time of the survey, most sponsors reported no plans to revise plan
fonnulas, freeze or terminate plans, or convert to hybrid plans before 2012.
When asked about the influence of recent legislation or changes to the rules
for pension accounting and reporting, responding firms generally indicated
these were not significant factors in their benefit decisions. Finally, a
minority of sponsors said they would consider forming a new DB plan.
Those sponsors that would consider fanning a new plan might do so if there
were reduced unpredictability or volatility in DB plan funding requirements
and greater scope in accounting for DB plans on corporate balance sheets.
The survey results suggest that the long-time stability of larger DB



Average Cost Per Active Participant

As Adjusted

AWWC
Defined

Benefit Plan

Defined
Contribution

Plan

Excess Cost
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Percent
Excess for

DB Plan
RUCO Normalized s 11,374 s 2,628 $ 8,746 333%
AAWC Requested $ 19,539 $ 2,628 $ 16,911 643%

ISource: Pension adjustment war aper
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1

2

3

4

plans is now vulnerable to the broader trends of eroding retirement
security. The current market turmoil appears likely to exacerbate this
trend.

5

6 Q- What type of pension plan does AWWC offer to employees hired after January 1,

7 2006?

8 The Company's pension expense workpaper states: "Beginning 1/1/06, the Company no

9 longer offers a Pension Plan to new hires. Instead, new hires get the Defined Contribution

1 0 Plan as a benefit. The Company will contribute 5.25% of Base Pay into a Defined

1 1 Contribution Plan."

1 2

1 3 Q- How does the cost of the Defined Contribution Plan compare with the cost of the

14 Defined Benefit plan?

1 5 The cost comparison is shown in the following table:

1 6

1 7 As can be seen, the defined benefit plan is substantially more costly on a "per active

1 8 participant" basis.

1 9

20 Q. Are you recommending any adjustment for the expense related to AAWC's Defined

2 1 Contribution Plan?

22

A.

A.

A. No.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
SUI) City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY N01 s (39,203) s (92,636) $ (72,483) $ (25,187) $ (50,830) $ (280,339)
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1

2 Q- Does RUCO Adjustment C-5 cover pension costs that are charged to AAWC from

3 affiliated companies via the Management Fee?

4 No. RUCO Adjustment C-5 addresses the amount of normalized pension expense for

5 AAWC employees. There are significant additional charges to AAWC from the affiliated

6 Management Fee which include charges for pensions as well as numerous other expenses.

7 The affiliated charges to AAWC from the Management Fee, including the affiliated

8 charges for pensions, are addressed in a subsequent section of my testimony.

9

10 Q- What specific adjustment do you recommend?

11 I recommend an adjustment to decrease the Company's requested amount of pension

12 expense by $280,339 as shown on Attachment RCS-2 and RCS-3, Schedule C-5. The

13 amount of pension expense requested by AAWC for each district should be reduced by the

14 amounts listed below:

Summary of Adjustments to Pension Expense

15

16

17 Q- Please explain the calculations on Schedule C-5.

18 The Company provided actual AAWC recorded pension expense for prior years in

19 response to RUCO 2-60. I have used the average of 2007 through 2008 as the basis for a

20

A.

A.

A.

normalized pension expense allowance. I have replaced the $2,090,643 abnormally high
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1 2009 result that AAWC used with the $1,318,892 normalized amount, and ran this

2 through the Company's detailed Excel file [AZ 2008 Labor_Pension Adjustment.xls] to

3

4

derive an adjustment to decrease the Company's requested pension expense by $280,339

for all of the districts in the current case combined. Schedule C-5 shows the amount of

5

6

adjustment for each of the five districts in this proceeding. Schedule C-5.1, which consists

of two pages, reflects the results from using the recommended allowable level, based on

7 the t}n*ee-year average to determine the normalized amount.

8

9

Norm aliped Other Post Employment Ben emits Expense (All Districts)

What amount of Other Post Employment Benefits ("OPEB") expense has AAWC

10 used?

11 As shown on Company Exhibit SLH-14, AAWC has used an OPEB expense of $95,763,

12 before allocation among AAWC districts and reduced it by a capitalization rate of 18.3

13 percent, to derive its proposed expense of $78,238.

14

15 Q- How does the $95,763 pro forma amount used by AAWC for OPEBs compare with

16 the actual recorded expense in recent years?

17

18

A.

A. It is significantly higher than any amount for the last five years, 2004-2008, as shown in

the following table:



AAWC Request Exceeds
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Comparison of Annual OPEB Amounts

Amount By Amount Percent

$

$

s

$

£8

73,823 [a]
63,196 [al
74,032 [a]
62,603 [a]
75,723 [al

s
$
$
$
$

21,940
32,567
21,731
33,160
20,040

29.7%
51.5%
29.4%
53.0%
26.5%

Year
Actual Recorded:

2004
2005
2006
2007
2008

Averages:
2004-2008
2006-2008
2007-2008

s
s
$

69,875
70,786
69,163

$
s
$

25,888
24,977
26,600

37.0%
35.3%
38.5%

AAWC Requested
RUCO Normalized

$
$

95,763 [b]
69,163 [C]

1

Notes and Source
[a] Annual recorded amounts from response to RUCO 2-60
[b] Company's requested amount is from AAWC Exhibit SLH-14
[c] Based on two-year average, 2007-2008

2

3 Q- Please explain RUCO Adjustment C-6.

4 This adjustment is shown on Schedule C-6 of Attachments RCS-2 and RCS-3 for water

5 and wastewater distnlcts, respectively. This adjustment normalizes the OPEB expense,

6 using an average of 2007-2008 as the basis for deriving a nonna level for ratemaking

7 purposes. This adjustment reduces the $95,763 amount used by AAWC to $69,163,

8 before capitalization, and reduces the OPEB expense firm $78,238 to $56,529, after

9 capitalization. The adjustment for each of the districts by the amounts is shown on

10 Schedule C-6 of Attachments RCS-2 and RCS-3. For all of the districts included in the

11 current rate case filing, the adjustment decreases OPEB expense by $10,389. The

12

A.

reduction to each district is shown in the following table:



District
Anthem
Water

Sun city
Water

Anthem/
Agua Fria

Wastewater
S1111 City

W a s t e wa t e r

Sun City West
Wastewater Total

Adjusted
TY NOI s (2,033) $ (2,650) $ (2,682) (1,638)s (1,386)$ $ (10,389)
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Summand of Adjustments to OPEB Expense

1

2

3

4

Donations, Membership Dues, Advertising and Miscellaneous (All Districts)

Please explain RUCO Adjustment C-7.

5 This adjustment removes expenses for donations, membership dues, certain advertising

6 expense, and miscellaneous expenses, as shown on Attachment RCS-2, Schedule C-7.

7 These costs, which were identified Hom AWWC's response to RUCO 2-43, are

8 discretionary and not needed for the provision of safe and reliable utility service.

9

10 Q- Was an adjustment made to remove similar expenses in AAWC's last rate case?

11 It appears so. Decision No. 71410 at pages 35-36 states that: "The parries are in

12 agreement that downward expense adjustments should be made to remove civic and

13 charitable contributions, membership dues, and other related miscellaneous expenses not

14 typically recovered from customers, from each of the seven districts through the 4-factor

15 allocation methodology ...99

16

17 Q~ What adjustment should be made in the current AAWC's rate case?

18 The adjustment to remove expenses not typically recovered from customers in the current

19 rate case is shown on Attachment RCS-2, Schedule C-7, and summarized in the following

20

A.

A.

A.

table:



District
Anthem
Water

Sun City
Water

Al'1th€II]/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY NOI $ (3,250) (4,237)$ $ (4,289) s (2,620) $ (2,216) $ (16,612)
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Summand of Adjustments to Dues, Donations & Misc. Expense

1

2

3

Tank Maintenon he Reserve Fund Aeerual (Sun City Water)

What has AAWC requested for a Tank Maintenance Reserve Fund Accrual?

4 AAWC is requesting an additional expense for Sun City Water of $445,000 annually fora

5 Tank Maintenance Reserve Fund Accrual, as shown on Company Schedule C-2, page 29.

6

7 Q- What was the amount of test year Tank Maintenance Expense for Sun City Water?

8 Per AAWC's Schedule C-2, page 29, line 15, the test year Tank Maintenance Expense for

9 Sun City Water was $29,062.

10

11 Q- In the current case, did you request AAWC to provide its actual tank painting

12 expense so that a normalization adjustment could be considered?

13 Yes. RUCO 2-91(d) asked AAWC to:

14
15
16
17

"Provide the Company's actual tank painting expense, by district, by year,
for the ten-year period through 2009. Also indicate which specific tanks
were painted in each year, and the cost of painting each tank."

18 RUCO set 2 of data requests is dated December 21, 2009.

19

20 Q- What information did AAWC provide in its response to RUCO 2-91(d)?

21 A.AWC's response to RUCO 2-9l(d) stated in full: "Please see the attachment labeled

22

A.

A.

A.

A.

"RUCO 2-91d Tank Painting Expenditures.xls" for maintenance detail by district.
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1 Invoices are also included in this file." The response only included information for the

2 2008 test year, and not for the ten-year period through 2009 as had been requested.

3 RUCO has notified the Company about its deficient response, however, to date the

4 Company has not supplemented its initial response to RUCO 2-91(d) to provide the

5 requested information.

6

7 Q. Is the current case the first time AAWC has requested charging ratepayers in

8 advance for a Tank Maintenance Reserve?

9 No. The Commission recently rejected a similar proposal by AAWC in Docket Nos. W-

10 01303A-08-0227 et al. which would apparently have applied for all of the water districts

11 for which AAWC had sought rate increases in that case.

12

13 Q- Please discuss the "Tank Maintenance Reserve" issue from Docket Nos. W-01303A-

14 08-0227 et al.

15 A. Decision No. 71410 discusses this issue at pages 36-37. At page 36, Decision No. 71410

16 describes the AAWC proposal as follows :

17
18
19
20
21
22
23
24
25

The Company proposed a reserve for water tank maintenance expense
which would provide an annual allowance for tank maintenance costs in
operating expenses. Under the Company's proposal, the funds collected
through rates would be recorded in a deferred liability account labeled
Reserve for Tank Maintenance, and the Reserve for Tank Maintenance
account would be charged as tank maintenance expenses are incurred,
reducing the balance of funds resewed.

RUCO had not opposed that AAWC adjustment in that docket,but Staff did. The

26 Commission concluded at page 37 of Decision No. 71410 concerning this as follows:

27
28

A.

we do not believe that it is necessary or reasonable to adopt the
Company's proposal for advance funding of a Reserve for Tank
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1
2
3
4
5
6
7
8
9

Maintenance at this time. Because the tank maintenance expense reserve
account balance proposed by the Company is not based on known and
measureable Company expenditures, we find the normalization of tank
maintenance expenses proposed by Staff; which is based on a three year
average of expenses for each district, to be the more reasonable alternative.
Staff' s normalization adjustment will therefore be adopted for each of the
six water districts.

In summary, AAWC's proposed Reserve accrual was rejected, and the Commission

10 adopted a normalized amount based on a three-year average, as had been proposed by

11 Staff.

12

13 Q- Please explain RUCO adjustment C-8.

14 This adjustment is shown on Attachment RCS-2, Schedule C-8 and removes the $445,000

15 additional pro forma accrual that AAWC seeks for Sun City Water to fund a Tank

16 Maintenance Reserve. The Company seeks to collect from ratepayers in advance for tank

17 maintenance. This Company request should be rej ected because the tank maintenance

18 expense reserve account balance proposed by the Company is not based on known and

19 measureable Company expenditures and therefore, not necessary or reasonable to adopt

20 the Company's proposal for advance funding of a Reserve for Tank Maintenance at this

21 time. As noted above, a similar AAWC proposal was opposed by Staff and rejected by

22 the Commission in Decision No.71410.

23

24
25 Q-

Ajyiliated Management Fees (All Districts)
What affiliate companies/departments are charging Management Fees to AAWC?

26 American Water Works Service Company (AWWSC) appears to be the primary affiliate

27

A.

A.

that is charging Management Fees to AAWC. The Company's workpapers indicate that
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1 the following organizations or departments have charged Management Fees to AAWC

2 during the test year:

3 Belleville Lab

4 • Call Center

5 • Central Region

6 • Corporate

7 • ITS

8 • Northeast Region

9 • Shared Service Center

10 • Southeast Region

11 • Supply Chain

12 • Western Region

13

14 Q- Does it appear that there may be overlap between the functions and services that are

15 being paid for in the affiliated Management Fee charges to AAWC from

16 "Corporate", "Western Region" and possibly others?

17 Yes. The charges from "Corporate" and from the "Western Region" appear to include

18 charges to AAWC for many of the same types of functions as summarized in the

19

A.

following table:



Functions Charged to AAWC
In the Affiliate Management Fee

From "Corporate" From "Western Region"
Administration Admire strati on
Audit
Communications Communications
Finance Finance
Human Resources Human Resources
Legal Legal
0 . orations Operations
Rates & Revenue
Risk Management Risk Management
Water Quality Water Quality

Customer Service
Engineering
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1

2

3 Q- Does it appear that the affiliated Management Fee charges to AAWC have received a

4 high degree of regulatory scrutiny in recent AAWC rate cases?

5 It does not.

6

7 Q- Have you been able to thoroughly review the affiliated Management Fee charges to

8 AAWC in the current AAWC rate case?

9 Not in the detail that these affiliated charges deserve. Shave asked and reviewed

10 discovery concerning some of the costs that have been included in AAWC's claim for

11 affiliated Management Fees.

12

13 Q- Have you uncovered other information on regulatory commission reviews of Service

14 Company charges to other American Water Works operating utilities, similarly

15

A.

A.

situated to AAWC, of which you believe the Commission should be aware?
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1 Yes. It has recently come to my attention that the California Public Utilities Commission

2 ("CPUC") Division of Ratepayer Advocates ("DRA") sponsored and presented a

3 regulatory audit of California-American Water Company's ("Cal-Am") 2009 test year

4 revenue requirement, including a detailed review of General Office ("GO") and affiliated

5 Service Company charges to that water utility. Notably, out of the approximately $16.8

6 million in General Office expense for the 2009 test year that Cal-Am had requested, the

7 DRAW-sponsored detailed audit of such expenses, which included a review of affiliated

8 Service Company charges to Cal-Am (the regulated water utility), recommended

9 adjustments to decrease that expense by approximately $3.6 million, and recommended an

10 adjusted level of approximately $13.2 million. The $3.6 million represented a reduction

11 of approximately 21.5 percent to the $16.8 million that had been requested by Cal-Am for

12 such costs.

13 Section 6.3 of the CPUC's Decision No. 97-07-021 (July 9, 2009) discusses its

14 review of such charges. The CPUC determined that Cal-Am had not experienced

15 significant customer growth since its last general rate case, and required that Cal-Am

16 "must overcome a heavy burden to establish that the proposed increases will result in

17 reasonable rates." Of those GO and affiliated Service Company adjustments identified by

18 the DRA, the CPUC adopted an allowed amount of approximately $13.6 million, ordering

19 reductions based largely on the DRAW-recommended adjustments, and reduced Cal-Am's

20 request by approximately $3.2 million, or approximately 19 percent. The CPUC also

21 determined that that DRA's proposed adjustments brought Cal-Am's overall proposed

22 increase for GO costs into line with a benchmark comprised of inflation and customer

23

A.

growth.
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1 Some of the DRA's recommended adjustments in that recent Cal-Am rate case

2 appear to be for similar costs that are being charged to AAWC by AWWSC, including

3 cost for the AWWSC Business Development, and for concerns regarding the over-

4 allocation of Service Company charges to the regulated utility subsidiaries and

5 corresponding under-allocation to non-regulated businesses owned and operated by

6 American Water Works and its subsidiaries, and increased costs allocated to Cal-Am for

7 the national Service Company's Customer Service Center.

8

9 Q- Was there a subsequent modification to the CPUC's Decision No. 97-07-021?

10 The CPUC allowed Cal-Am to file a petition, which Cal-Am submitted on October 7,

11 2009, wherein Cal-Am petitioned the Commission to modify Decision 09-07-021

12 regarding General Office charges. The primary result of that petition appears to have been

13 a correction to an allocation to non-regulated operations, specifically, a reversal of the

14 Colnmission's allocation of 12 percent of the costs of six National Service Company

15 functions to non-regulated affiliate functions, along with some other allocation corrections

16 of less consequence.

17

18 Q- Have the Management Fees of AWWSC been reviewed in other utility rate cases?

19 To some extent, it appears they have. The results appear to vary on a case-by-case basis.

20 Each regulatory jurisdiction that regulates water and wastewater utilities owned by

21 AWWC makes its own determinations as to which costs are allowed or disallowed.

22

A.

A.
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1 Q- How have you utilized the information you obtained from CPUC Decision No. 97-07-

2 021 in the current AAWC rate case?

3 I used it as a source of background information, and asked AAWC discovery questions to

4 help identify questionable affiliate Management Fee expenses charged to AAWC that

5 perhaps should be the subject of ratemaking disallowances or adjustments. I will be

6 discussing specific adjustments that should be made in the current AAWC rate case in

7 subsequent sections of my testimony.

8

9 Q. Please briefly describe the Management Fees that AAWC incurs from affiliates.

10 A considerable amount of AAWC's expenses come Hom affiliated company Management

11 Fee charges. For the 2008 test year, AAWC recorded affiliated Management Fees charged

12 to O&M expenses of approximately $11.62 million, per the Company's response to

13 RUCO 4-1. In addition, AAWC is requesting a pro forma adjustment to increase this

14 expense by approximately $358,000.

15

16 Q- What pro forma adjustments did AAWC make to the affiliated Management Fees?

17 AAWC made three pro Ronna adjustments to increase the net amount of affiliated

18 Management Fee expense above the amount recorded in the 2008 test year for the five

19

A.

A.

A.

districts by approximately $358,000 as summarized below:



AAWC
Adj. Description

Increase
(Decrease)

MHK-3 Increase labor by 4% and benefits by 22% $ 364,586

MHK-4 Increase "Other" by 4% $ 81,530

MHK-5 Remove costs for corporate divestiture and non-
reeiirnng projects $ (88,188)
Net Increase to Test Year Recorded Amount of
Affil iate Management Fees $ 357,928
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AAWC Affiliate Management Fee Pro Formas

1

2

3 Q- How have you adjusted AAWC's request for Affiliate Management Fees?

4 Shave adjusted the affiliated Management Fees requested by AAWC in the following

5 manner:

6 • Shave allowed the 4 percent pay increase that AAWC represents occurred in

7 March 2009.7

8 • I accepted AAWC's adjustment to remove one-time charges associated with

9 corporate divestiture and non-recurring projects.

10 • reversed AAWC's proposed 4 percent pro Ronna increase for "Other Expense"

1 1 (Adjustment C-9).

1 2 • I removed AAWC's proposed 22 percent increase in employee benefits, which

1 3 includes a one-year72.92 percent increase for pensions and a 26.34 percent

14 increase for OPEB, and assumed 4 percent increases for a number of other items,

1 5 including state and federal unemployment taxes (Adjustment C-10).

1 6 • I removed all incentive compensation expense included in the Management Fees

1 7 (Adjustment C-11).

A.

7 RUCO has agreed in the past to post test year wage increases that took place shortly after the end of the test year.
RUCO believes that the consistent application of regulation is good public policy and provides for a stable regulatory
environment. However, given the downturn in the economy, Arizona's high unemployment and foreclosure rate,
RUCO may consider disallowing the post test year wage increase in subsequent testimony.



District
Anthem
Water

Sllll City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (15,954) $ (20,793) $ (21,050) s (12,855) $ (10,878) $ (81,530)
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1 • I adjusted the 2008 recorded pension amount to a normalized amount based on a

2 two-year average of 2007-2008 (Adjustment C-12).

3 • I adjusted the 2008 recorded OPEB amount to a normalized amoLult basedon a

4 two-year average of 2007-2008 (Adjustment C-13).

5 • removed the cost for the AWWSC "Business Development" function

6 (Adj vestment C- 14) .

7 Each of these adjustments is discussed in a subsequent section of my testimony.

8

9

10

Ajiliate Management Fees - Remove 4 % Increase to "Other Expense"

Please summarize your recommended adjustment.

11 A. This adjustment removes AAWC's requested post-test year increase to Affiliate

12 Management Fees of 4 percent for "Other Expense". Expense for the five districts is

13 reduced by $81,530 as shown on Schedule C-9 and summarized on the table below.

Summary of Adjustments to Management Fees - Other Expenses

14

15

16

17

18

C-10 Ajiliate Management Fees - Remove 22.22% Post Test Year Increase for Affiliate

Employee Benefits

Q, Please explain Adjustment C-10.

19 This adjustment removes AAWC's requested post-test year increase to Affiliate

20

A.

Management Fees for a 22.22 percent increase in affiliate employee benefit costs. The



Post Test Year Percentage Increases
In Affiliate Employee Benefits
Requested by AAWC

Account

Percent
Increase

Over 2008
504100 Group Insurance 0.00%
505100 PBOP 26.34%
506100 Pension 72.92%
507100 401k 4.00%
508100 EIP 4.00%
508101 DCP 4.00%
508200 ESPP Over AG 4.00%
685320 FUTA 4.00%
685325 FICA 4.00%
685350 SUTA 4.00%
Affiliate Employee Benefits
Weighted Average Increase 22.22%

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (53,795) $ (70,111) $ (70,978) $ (70,111) $ (36,678) $ (301,673)
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1 Company has requested percentage increases in affiliate employee benefits expense and

2 payroll taxes as follows:

3

4 The affiliate expenses for pensions and OPEB (PBOP) are being addressed below, by

5 adjusting the 2008 test year recorded amount to a normalized amount, based on a three-

6 yearaverageof 2006-2008. AAWC has failed to substantiate that the other expense, such

7 as affiliate federal and state unemployment taxes and other benefits should be increased

8 beyond the test year recorded level. Expense for the five districts is reduced by $301,673

9 as shown on Schedule C-10, summarized on the table below.

Summary of Adjushnents to Management Fees - Affiliate Employee Benefits

10

11

12 C-11 Ajiliate Management Fees Remove Ajyiliate In centime Compensation Expense



District
Anthem
Water

Sun city
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West
Wastewater Total

Adjusted
TY N01 $ (50,261) $ (65,506) $ (66,317) s (40,500) (34,269)$ $ (256,853)

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (833) s (1,086) (1,099)S $ (671) $ (568) (4,257)$
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1 Q- Please explain Adjustment C-11.

2 This adjustment removes all identifiable incentive compensation expense included in the

3 affiliate Management Fees for the 2008 test year. Expense for the five districts is reduced

4 by $256,853 as shown on Schedule C-11 and summarized on the schedule below.

Summary of Adjustments to Management Fees - Affiliate Incentive Compensation

5

6

7

8

C-12 Affiliate Management Fees - Normalize Affiliate Pension Expense

Q, Please explain Adjustment C-12.

9 This adjustment normalizes the amount of affiliate pension expense that was included in

1 0 the Management Fee charges to AAWC for the 2008 test year. The affiliate employees

11 participate in the same AWWC pension plan (subj et to eligibility restrictions) as do

1 2 AAWC employees. Similar to the adjustment for the pension expense for AAWC,

13 discussed above in conjunction with Adjustment C-5, Shave provided for a normalized

1 4 expense based on a two-year average of 2007-2008. Expense for the five districts is

15 reduced by $4,257 as shown on Schedule C-12, summarized on the table below.

Summary of Adjustments to Management Fees - Affiliate Pension Expense

16

17

A.

A.



District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (1,410) SB (1,838) $ (1,860) $ (1,136) $ (961) $ (7,206)

District
Anthem
Water

Sun City
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (9,438) s (12,301) $ (12,453) $ (7,605) $ (6,435) (48,232)s
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1

2

C-13 Affiliate Management Fees - Normalize Ajiliate OPEB Expense

Q. Please explain Adjustment C-13.

3 This adjustment normalizes the amount of OPEB expense that was included in the affiliate

4 Management Fee charges to AAWC for the 2008 test year. The affiliate employees

5 participate in the same AWWC OPEB plan (subj et to eligibility restrictions) as do

6 AAWC employees. Similar to the adjustment for the pension expense for AAWC,

7 discussed above in conjunction with Adjustment C-6, Shave provided for a normalized

8 expense based on a two-year average of 2006-2008. Expense for the five districts is

9 reduced by $7,206 as shown on Schedule C-13 and summarized on the table below.

Surmnarv of Adiustments to Management Fees - Affiliate OPEB Expense

10

11

12

13

C-14 Ajiliate Management Fees - Remove Affiliate "Business Development" Costs

Q. Please explain Adjustment C-14.

14 This adjustment removes all identifiable affiliate "Business Development" costs included

15 in the affiliate Management Fees for the 2008 test year. Expense for the five districts is

16 reduced by $48,232 as shown on Schedule C-14 and as summarized in the table below.

Summary of Adjustments to Management Fees - Affiliate Business Development Costs

17

A.

A.



District
Anthem
Water

Sun city
Water

Anthem/
Agua Fria

Wastewater
Sun City

Wastewater
Sun City West

Wastewater Total
Adjusted
TY NOI $ (10,318) $ 15,169 $ (7,858) SO (1,854) $ (2,748) s (7,609)

Direct Testimony of Ralph C. Smith
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1

2 Q- Why should the affiliate "Business Development" costs that are included in the

3 Management Fee charges to AAWC be removed?

4 These charges should be removed because they are unnecessary for the provision ofsafe,

5 reliable and reasonably priced water and wastewater utility service in Arizona. Similar

6 costs were removed by the California PUC in the most recent California American Water

7 rate case.

8

9

10

C-15 Interest Synchronization (All Districts)

Q, Please explain Adjustment C-15.

11 The interest synchronization adjustment applies the weighted cost of debt to the

12 calculation of test year income tax expense. After adjustments, my proposed rate base

13 differs from that of the Company. Additionally, the weighted cost of debt recommended

14 by RUCO witness Rigsby differs from that requested by AAWC. This results in an

15 adjustment to the amount of synchronized interest included in the tax calculation. The

16 calculation of the interest synchronization adjustment is shown on Attachments RCS-2

17 (for water) and RCS-3 (for wastewater), Schedule C-15. This adjustment decreases

18 income tax expense and increases the Company's achieved operating income by a similar

19 amount, as summarized in the below table.

Summary of Adjustments to Income Tax Expense for Interest Svnchronization

20

A.

A.
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1

2

3

C-16 Depreciation Expense (Sun City Water)

Q, Please explain RUCO Adjustment C-16.

4 As shown on Attachment B-2, Schedule C-16, AAWC's proposed depreciation expense

5 for Sun City Water is reduced by $36,961 based on applying the applicable depreciation

6 rates to the plant adjustment. The related adjustment to plant was discussed above in

7 conjunction with my rate base adjustment B-1 .

8

9

C-17 Depreciation Expense (Agua Fria Wastewater)

Q, Please explain RUCO Adjustment C-17.

10 This adjustment is shown on Attachment RCS-3, Schedule C-7 and reduces depreciation

11 expense for Anthem/Agua Fria Wastewater by $2,853 relating to the removal of two 75-

12 horsepower pumps that were retired from plant in service. The retirement of those pumps

13 was covered in my rate base shown on Attachment RCS-3, Schedule B-2, discussed

14 above.

15

16 Q- Does this conclude your testimony?

17

A.

A.

A. Yes, it does.
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Attachment RCS-1
OUALIFICATIONS OF RALPH c. SMITH

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PlannerTm professional, a
licensed Certified Public Accountant and attorney. He functions as project manager on consulting
projects involving utility regulation, regulatory policy and ratemaking and utility management. His
involvement in public utility regulation has included project management and in-depth analyses of
numerous issues involving telephone, electric, gas, and water and sewer utilities.

Mr. Smith has perfonned work in the field of utility regulation on behalf of industry, public service
commission staffs, state attorney generals, municipalities, and consumer groups concerning
regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California,
Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana,
Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New Mexico, New York,
Nevada, North Carolina, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas,
Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada, Federal Energy
Regulatory Commission and various state and federal courts of law. He has presented expert
testimony in regulatory hearings on behalf of utility commission staffs and interveners on several
occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the
budget and planning activities of Georgia Power Company; supervised 13 professionals;
coordinated over 200 interviews with Company budget center managers and executives, organized
and edited voluminous audit report, presented testimony before the Commission. Functional areas
covered included fossil plant O&M, headquarters and district operations, internal audit, legal,
affiliated transactions, and responsibility reporting. All of our findings and recommendations were
accepted by the Commission.

Key team member in the firnl's management audit of the Anchorage Water and Wastewater Utility
on behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's
operations in several areas, responsible for in-depth investigation and report writing in areas
involving information systems, finance and accounting, affiliated relationships and transactions,
and use of outside contractors. Testified before the Alaska Commission concerning certain areas of
the audit report. AWWU concurred with each of Mr. Smith's 40 plus recommendations for
improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law
firm of Cravath, Swain & Moore in conjunction with the case of Reynolds Metals Co. vs. the
Columbia Gas System, Inc., drafted in-depth report concerning the regulatory treatment at both
state and federal levels of issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin
- Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues
addressed was the economies of the Utility's employment of outside services; provided both written
and oral testimony outlining recoimnendations and their bases. Most of Mr. Smith's
recommendations were adopted by the City Council and Utility in a settlement.
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Key team member performing an analysis of the rate stabilization plan submitted by the Southern
Bell Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of
the Company's projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri, sponsored the
complex technical analysis and calculations upon which the Horn's testimony in that case was
based. He has also assisted in analyzing changes in depreciation methodology for setting telephone
rates.

Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas
Utilities Company, Michigan Consolidated Gas Company, and Consumers Power Company.
Drafted recommendations regarding the appropriate rate of interest to be applied to any over or
under collections and the proper procedures and allocation methodology to be used to distribute
any refunds to customer classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan.
Addressed appropriate interest rate and compounding procedures and proper allocation
methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in
rates. The major area addressed was the propriety of the Company's ratemaking attrition adjustment
in relation to its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986
on gas distribution utility operations of the Northern States Power Company. Analyzed the
reduction in the corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer
advances, CIAC, and timing of TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of
1986 on die operations of Connecticut Natural Gas Company on behalf of the Connecticut
Department of Public Utility Control - Prosecutorial Division, Connecticut Attorney General, and
Connecticut Department of Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company
("NWB") doing business as U S West Communications ("USWC"). Objective was to express an
opinion as to whether current rates addressed by the plan were appropriate from a Minnesota
intrastate revenue requirements and accounting perspective, and to assist in developing
recommended modifications to NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on this project.
Cbtained and reviewed data and performed other procedures as necessary (1) to obtain an
understanding of the Company's Incentive Plan filing package as it relates to rate base, operating
income, revenue requirements, and plan operation, and (2) to formulate an opinion concerning the
reasonableness of current rates and of amounts included within the Company's Incentive Plan
filing. These procedures included requesting and reviewing extensive discovery, visiting the
Company's offices to review data, issuing follow-up information requests in many instances,
telephone and on-site discussions with Company representatives, and frequent discussions with
counsel and DPS Staff assigned to the project.
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Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the
Department of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site
review and audit of Company, identification and analysis of specific issues, preparation of data
requests, testimony, and cross examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards
for Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky,
and Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.

Pr evious Posi t ion s

With Larkin, Chapski and Co., the predecessor firm to Larkin & Associates, was involved
primarily in utility regulatory consulting, and also in tax planning and tax research for businesses
and individuals, tax return preparation and review, and independent audit, review and preparation
of financial statements.

Installed computerized accounting system for a realty management Hnn.

Education

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan,
Dearborn,1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with
investment tax credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient
of American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP®  certificate.

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and
Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utilitv cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electnlc Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
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80-240-EL-FAC
U- 1933 *
U-6794
81 -0035TP
81 -0095TP
81 -308-EL-EFC
810136-EU
GR-81 -342
Tr-81 -208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R
U-5510-R

Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwestern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)
Alabama Power Company (Alabama PSC)
Florida Power Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Norther Refund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)
Consumers Power Company -MRCS Program (Michigan PSC)
Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH- 1 -83
820294-TP
82-165-EL-EFC
(Subfile A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07-15
81-0485-WS
U-7650
83-662
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)
The Detroit Edison Company - Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC)
Detroit Edison Company (Michigan PSC)
CP National Corporation (Nevada PSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
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R-842583
R-842740
850050-E1
16091
19297
76-18788AA
&76-18793AA

Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA Detroit Edison Refund - Appeal of U-4758

(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

New England Power Company (FERC)

U-8091/U-8239
TR-85-179**
85-212
ER-85646001
& ER-85647001
850782-EI &
850783-EI
R-860378
R-850267
851007-WU
& 840419-SU
G-002/GR-86- 160
7195 (Interim)
87-01-03
87-01-02

Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)

3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.C. 889
Case No. 88/546*

87-11628*

890319-EI
891345-EI
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185

Florida Cities Water Company (Florida PSC)
Norther States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company - Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. & Citizens Utilities
Company, Kinsman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Westem, Inc. et al, defendants (Supreme Court County of
Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power & Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Southern New England Telephone Company (Connecticut PUC)
Southern States Utilities, Inc. (Florida PSC)
Southern California Edison Company (California PUC)
Long Island Lighting Company (New York DPS)
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R-911966
1.90-07-037, Phase II

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174***

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91-040A and
TC-91-040B

Rebuttal and PGA Audit (Arizona

Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation -
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)
Intrastate Access Charge Methodology, Pool and Rates
Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition
General Development Utilities -
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)

Port Malabar and9911030-WS &
911 -67-WS
922180
7233 and 7243
R-00922314
& M-920313C006
R00922428
E- 1032-92-083 &
U- 1656-92- 183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

92~09- 19
E- 1032-92-073
UE-92- 1262
92-345
R-932667
U-93-60**
U-93-50**
U-93-64
7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-l69/
E~1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94-12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95- 1000-E
Non-Docketed
Staff Investigation
E- 1032-95-473
E-1032-95-433

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Souther New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission)
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Contel of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Consolidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)
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GR-96-285
94-10-45
A.96-08-001 et al.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

16705
E- 1072-97-067
Non-Docketed
Staff Investigation
PU-314-97- 12
97-0351
97-8001

U-0000-94-165

Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identify Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Souther California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)
US West Communications, Inc. Cost Studies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)
Generic Docket to Consider Competition in the Provision
of Retail Electric Service (Arizona Corporation Commission)
San Diego Gas & Electric Co., Section 386 costs (California PUC)
Georgia Power Company Rate Case (Georgia PUC)
Pacific Gas & Electric Company (California PUC)
Investigation of 1998 Intrastate Access charge filings
(Alaska PUC)
Investigation of 1999 Intrastate Access Charge filing
(Alaska PUC)

98-05-006-Phase I
9355-U
97-12-020 - Phase I
U-98-56, U-98-60,
U-98-65, U-98-67
(U-99-66, U-99-65,
U-99-56, U-99-52)
Phase II of
97-SCCC-149-GIT
PU-314-97-465
Non-docketed
Assistance
Contract Dispute

Non-docketed Project
Non- docketed
Project
E- 1032-95-417

T-1051B-99-0497

T-01051B-99-0105
A00-07-043
T-0105113_99-0499
99-419/420
pU314-99-119

98-0252

00-108
U-00-28

Southwestern Bell Telephone Company Cost Studies (Kansas CC)
US West Universal Service Cost Model (North Dakota PSC)
Bell Atlantic - Delaware, Inc., Review of New Telecomm.
and Tariff Filings (Delaware PSC)
City of Zeeland, MI - Water Contract with the City of Holland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)
Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona Corporation Commission)
Proposed Merger of the Parent Corporation of Qwest
Communications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech - Illinois, Review of Alternative Regulation Plan
(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
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Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison (California PUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)
Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99~03-36

Civil Action No.
98-1117
Case No. 12604
Case No. 12613
41651
13605-U
14000-U
13196-U

Non-Docketed

Non-Docketed

West Penn Power Company vs. PA PUC (Pennsylvania PSC)
Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overearnings investigation (Indiana UCC)
Savannah Electric & Power Company - FCR (Georgia PSC)
Georgia Power Company Rate Case/M&S Review (Georgia PSC)
Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (Georgia PSC)
Georgia Power Company & Savannah Electn'c & Power FPR
Company Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaking Mechanisms for the Electric Industry
Restructuring (US Department of Navy)

Application No .
99-01 -016,
Phase I
99-02-05
01 -05- 19-RE03

G-01551A_00_0309

00-07-043

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas COrporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electnlc Company Attrition & Application for a rate increase
(California PUC)

97- 12-020
Phase II
01 - 10- 10
13711 -U
02-001
02-BLVT-377-AUD
02-S&TT~390-AUD
01 -SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas & Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power FCR (Georgia PSC)
Verizon Delaware §27l(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas CC)
Bluestem Telephone Company,
(Kansas CC)

Inc. Audit/General Rate Investigation

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

Sherbume County Rural Telephone Company, db as Connections, Etc.
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)



Page 9 of 10Attachment RCS-1, Qualifications of Ralph C. Smith

U-01-34

U-01-83

U-01-87

ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)

Arizona Public Service Company (Arizona Corporation Commission)

96-324, Phase II
03-WHST-503-AUD
04-GNBT- 130-AUD
Docket 6914
Docket No.
E-01345A-06-009
Case No.
05-1278-E-PC-PW-42T Appalachian Power Company and Wheeling Power Company both d/b/a

American Electric Power (West Virginia PSC)
Docket No. 04-0113 Hawaiian Electric Company (Hawaii PUC)
Case No. U-14347 Consumers Energy Company (Michigan PSC)
Case No. 05-725-EL-UNCCincinnati Gas & Electric Company (PUC of Ohio)
Docket No. 21229-U Savannah Electric & Power Company (Georgia PSC)
Docket No. 19142-U Georgia Power Company (Georgia PSC)
Docket No.
03-07-0lREO l
Docket No. 19042-U
Docket No. 2004-178-E
Docket No. 03~07-02
Docket No. EX02060363,
Phases I&lI Rockland Electric Company (NJ BPU)
Docket No. U-00-88 ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory

Commission of Alaska)

Connecticut Light & Power Company (CT DPUC)
Savannah Electric & Power Company (Georgia PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Connecticut Light & Power Company (CT DPUC)

Interior Telephone Company, Inc. (Regulatory Commission of Alaska)

South Central Telephone Company (Kansas CC)

Tri-County Telephone Company (Kansas CC)

Phase 1-2002 IERM,
Docket No. U-02-075
Docket No. 05-SCNT-
1048-AUD
Docket No. 05-TRCT-
607-KSF
Docket No. 05-KOKT-
060-AUD
Docket No. 2002-747
Docket No. 2003-34
Docket No. 2003-35
Docket No. 2003-36
Docket No. 2003-37
Docket Nos. U~04-022,
U-04-023
Case 05-116-U/06-055
Case 04- 137-U
Case No. 7109/7160
Case No. ER-2006-0315
Case No. ER-2006-0314
Docket No. U-05-043,4
A-122250F5000

Kan Okla Telephone Company (Kansas CC)
Northland Telephone Company of Maine (Maine PUC)
Sidney Telephone Company (Maine PUC)
Maine Telephone Company (Maine PUC)
China Telephone Company (Maine PUC)
Standish Telephone Company (Maine PUC)

E-01345A-05-0816
Docket No. 05-304
05-806-EL-UNC
U-06»45

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska)
-U Energy Arkansas, Inc. EFC (Arkansas Public Service Commission)

Southwest Power Pool RTO (Arkansas Public Service Commission)
Vermont Gas Systems (Department of Public Service)
Empire District Electric Company (Missouri PSC)
Kansas City Power & Light Company (Missouri PSC)

4 Golden Heart Utilities/College Park Utilities (Regulatory Commission of Alaska)
Equitable Resources, Inc. and The Peoples Natural Gas Company, d/b/a
Dominion Peoples (Pennsylvania PUC)
Arizona Public Service Company (Arizona CC)
Delmarva Power & Light Company (Delaware PSC)
Cincinnati Gas & Electric Company (Ohio PUC)
Anchorage Water Utility (Regulatory Commission of Alaska)
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03-93-EL-ATA,
06- 1068-EL-UNC
PUE-2006-00065
G-04204A-06-0463 et. al
Docket No. 2006-0386
E-01933A-07-0402
G-01551A-07-0504
Docket No.UE-072300
PUE-2008-00009
PUE-2008-00046
E-01345A-08-0172
A-2008-2063737

08-1783-G-42T
08-1761-G-PC

Docket No. 2008-0085
Docket No. 2008-0266
G-04024A-08-0571
Docket No. 09-29

Duke Energy Ohio (Ohio PUC)
Appalachian Power Company (Virginia Corporation Commission)
UNS Gas, Inc. (Arizona CC)
Hawaiian Electric Company, Inc (Hawaii PUC)
Tucson Electric Power Company (Arizona CC)
Southwest Gas Corporation (Arizona CC)
Puget Sound Energy, Inc. (Washington UTC)
Virginia-American Water Company (Virginia SCC)
Appalachian Power Company (Virginia SCC)
Arizona Public Service Company (Arizona CC)
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC)
Hope Gas, Inc., db Dominion Hope (West Virginia PSC
Hope Gas, Inc., db Dominion Hope, Dominion Resources, Inc., and Peoples
Hope Gas Companies (West Virginia PSC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Young Brothers, Limited (Hawaii PUC)
UNS Gas, Inc. (Arizona CC)
Tidewater Utilities, Inc. (Delaware PSC)



Number Description
No. of
Pages Page No.

Revenue Requirement Summa Schedules - Total Water
A Calculation of Revenue Deficiency (Sufficiency) 1 2

A-1 Gross Revenue Conversion Factor 1 3
B Adjusted Rate Base 1 4

B.1 Summa of Rate Base Adjustments 1 5
C Adjusted Net Operating Income 1 6

C.1 Summa of Net Operating Income Adjustments 3 7-9
D Capital Structure and Cost Rates 1 10

Revenue Requirement Summa Schedules - Anthem Water
A (A) Calculation of Revenue Deficiency (Sufficiency) 1 11

A-1(A Gross Revenue Conversion Factor 1 12
B(A Adjusted Rate Base 1 13

B.1(A) Summary of Rate Base Adjustments 1 14
C(A) Adjusted Net Operating Income 1 15

C.1 A Summa of Net Operating Income Adjustments 3 16-18

Revenue Requirement Summary Schedules - Sun City Water
A F" Calculation of Revenue eficieney (Sufficiency) 1 19

A-1(SC) Gross Revenue Conversion Factor 1 20
B (so Adjusted Rate Base 1 21

8.1 (SC) Summa of Rate Base Adjustments 1 22
c (so Adjusted Net Operating Income 1 23

C.1 (so Summa of Net Operating Income Adjustments 3 24~26

Rate Base Adjustments
B-1 Post-Test Year Additions to Plant - Well 5.1 - Sun Ci Water 1 27
B-3 Contributions In Aid of Construction 1 28
B-4 Cash Working Capital 3 29-31

Net Operating Income Adjustments
C-1 Customer Annualization Correction - Anthem Water 1 32
C-2 Rate Case Expense 1 33
C-3 Achievement Incentive Pay 1 34
C-4 Stock-Based Compensation 1 35
C-5 Pension Expense 1 36

C-5.1 Calculations for pension expense adjustment 2 37-38
C-6 OPEB Expense 1 39
C-7 Dues, Donations & Miscellaneous Expenses 1 40
C-8 Tank Maintenance Expense - Sun City Water 1 41

C-9 Management Fees - Other Expenses 1 42

C-10
Management Fees - Remove AAWC's Requested Post Test Year Increase in
Affiliate Employee Benefits 1 43

C-11 Management Fees - Remove Affiliate Incentive Compensation Expense 1 44
C-12 Management Fees - Normalize Affiliate Pension Expense 1 45
C-13 Management Fees Normalize Affiliate OPEB Expense 1 46
C-14 Management Fees - Remove Business Development Expense 1 47
C-15 Interest Synchronization 1 48
C-16 Depreciation Expense - Well 5.1 - Sun City Water 1 49

Total Pages (including Contents page) 4g

Arizona American Water Company
Docket No. 01303A-09-0343

Attachment RCS-2
Accompanying the Direct Testimony of Ralph Smith

RUCO Accounting Schedules - Water Districts
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Arizona American Water Company
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule A-1
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,216,811
1,685,047

371,201
37,633
16,531

5,327,223

Percent
60.38%
31 .63%
6.97%
0.71%
0.31%

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,327,222
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Arizona American Water Company - Total of Water Districts
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule C
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(c )

1
2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

16,335,827
430,548

16,766,375

$
$
$

(9,456)

(9,456)

$
$
$

16,326,371
430,548

16,756,919

(88,897)

(303,325)
(4,683)

(131,839)
(51 ,307)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other

$
$
$
$
$
$
$
$
$
S
$
$
$
$
$
$
$
$
$
$

1,979,757
625,435

2,982,219
140,388

1,933
2,667,400

563,722
357,243
139,775
164,808
418,449

93,842
138,590
529,384
793,404

3,965,599
449,027
129,794

(749,929)
15,390,840

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(7,487)
(445,000)
(36,961)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,890,860
625,435

2,982,219
140,388

1,933
2,364,075

559,039
225,404
88,468

164,808
418,449

93,842
138,590
521 ,897
348,404

3,928,638
449,027
129,794

(335,901)
14,735,369

Income Taxes
Total Operating Expenses

414,028
(655,471)

24 Utility Operating Income $ 1,375,535 $ 646,015 $ 2,021,550

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(2,568,483)
(32,427)

(7)
(2,600,917)

$
$
$
$
$

$
$
$
$
$

(2,568,483)
(32,427)

(7)
(2,600,917)

30 Net Profit (Loss) s $

31 Rate Base

(1,225,382)

s 85,616,088 $

648,015 $

(138,271) $

(579,367)

85,477,817

32 Earned Rate of Return 1.61% 2.36%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
CoLC: Col.A + Col.B
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Arizona American Water Company - Anthem Water
Gross Revenue Conversion Factor

Test Year Ended December 31 , 2008

Attachment RCS-2
Schedule A-1 (A)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.80%
0.28%

0.80%
0.28%

4 Taxable Income as a Percent 98.92% 98.92%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.29% 67.29%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.32% 60.32%

9 Gross Revenue Conversion Factor 1.6578 1.6578

Notes and Source
CoI.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
TotaI Revenue Increase

$
$
$
$
$
$

Amount
3,213,504
1 ,685,047

371,201
42,670
14,800

5,327,222

Percent
60.32%
31 .63%

6.97%
0.80%
0.28%

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,327,222
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Arizona American Water Company - Anthem Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attach went RCS-2
Schedule C (A)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1

2

3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

7,210,624
272,650

7,483,274

$
$
$

(9,456)

(9,456)

$
$
$

7,201 ,168
272,650

7,473,818

(38,639)

(131 ,691 )
(2,033)

(39,203)
(27,003)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

OperatingExpenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

754,087
625,435

1,259,637
103,351

1,933
1,158,078

209,326
105,808
64,489
71,553

183,101
33,826
60,044

229,300
140,803

2,399,893
292,953
34,a82

(759,675)
6,968,825

$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$

(3,250)

$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
$
$

715,448
625,435

1 ,259,637
103,351

1 ,933
1 ,026,387

207,293
66,605
37,486
71 ,553

183,101
33,826
60,044

226,050
140,803

2,399,893
292,953
34,882

(680,300)
6,806,380

Income Taxes
Total Operating Expenses

79,375
(152,445)

24 Utility Operating Income $ 514,448 $ 152,989 $ 667,437

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(1 ,722,901 )
(14,079)

(3)
(1,736,983) $

s
$
$
$
$

(1 ,722,901)
(14,079)

(3)
(1 ,736,983)

30 Net Profit (Loss) s s 152,989 s

31 Rate Base $

(1,222,535)

57,430,025 $ (138,271) $

(1,069,54B)

57,291 ,754

32 Earned Rate of Return 0.90% 1_16%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: Col.A + Col.B
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Arizona American Water Company - Sun City Water
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule A-1 (SC)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.34%
0.09%

0.34%
0.09%

4 Taxable Income as a Percent 99.57% 99.57%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.94% 67.94%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.97% 60.97%

9 Gross Revenue Conversion Factor 1.6402 1 .6402

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 434,287
$ 225,312
$ 49,634
$ 2,431
$ 652
$ 712,316

Percent
60.97%
31 .63%

6.97%
0.34%
0.09%

100.00%

17 Total Revenue Increase (From Schedule A) $ 712,316



I

of O NLT Lf) W
<1 <4 et
N N  q

vs

|

co
q-
<1
m

I I

<9 v-
O c>
@ O
N  | \
c*'> N
v  W

I

l\
m
m
WI'
<0
of

an z "6

3O
o 8 6
3 Q.
no 9

D.

co v- N
of no |\
' * l  Q Q
co l\ LT
m (1) LT
<I1 v-_Q
N m m
<0 v W

*  W
LD o
co
o  o f
(D W
of (\|
LT of

W' -C v
m LT

v ' N
5

9'
N
UZ
o
O
<l'_
CO
N

3
9<
8

N, m

o0°¢@8
*Et

888-
88° 8<¢na0.o Ia he et Ia Ia 69 <8 en <-8 ea Ia Ia (-A en w e=> <49 ea

o
-I | I I I IQ)

m
of
iv)

\ -
m
cy
o f
m

I I I I

o
o
Q
OF
LD

o
o
o
m
l.r>

\ -

LD
o f

'w

LT v mof <0 v
v OF v
(") m
N (O of
W W LD

:Q
OB
o&» ~31798
go.:

' U
<

--../v ' v '

<-8 <-A 4-9 ea he he <8 ea 9; ea ea en et w 649 8=> Ia ea

I

o f  o  NLO LD W
v v-  of
N N q-
W  "  OCO

LT
LD

' v
o
o f

m q-
F l \

I I

(O o o>
OF o
N w
c~'> of
q- Lf)

I
l \
OF
° 1
co
¢\l
Q

(*)
(D
Q
LO
of

83
<9<n,

3°<o f
OD.

of I\ o
m N

v  o f LQ
(D co N
* N 9'
co m co
m of W
(D v W

1 - l / `
v" CO
LD v'
co N
o  m
<9 NW W
LO of

..
of
N

he he he he ea he ea he ea e~> 4-A he ea he ea ea he he

o4-1
cu

no

"6

O
>~»

o f
o
o
N

o

o
C  o c

:| so
. .  an 5

u>

GJ
(D
c

' U U
C c

(5

O Q 3
o o. 'o
* u as

G)
o

s :° 1o

g
8
C
3
(D

I

>c
m
Q.
E
o
O

3
cu
g

o b

'T
m

.ELF
3
' o
GJ
. c
o
cm

8gmom 3 3

Q)
w
vs

m
G.)

4-1
6
no

o...'5 u_
a>

G)

c
.Q
Q.
' :
o
w
m
a

8 o---cEo'E
m a:'gen

*_ ' l . .C
c m .
¢ u ° " E
E84-
.48 iE 193-

885
2815
(D<2

E
.Q

*Q
:E
o
E
(0 4-1
"6'5 9
c 'U
c u: :Ag
._ 'o
*a o 2~£o ._~. O f

- 8 8 8 3 1 0 a
=°88l¢7>¢»°o<<.>

_ H z - ° > G)o < 0 0 0 * - 0 " u )
' U ¢ E 4 5 a> 5"3330 5
s=89§8 °

O.Q'53 E
" C"'-1-1-4-1 O ' J S -MIB-0-1 D
880 G) g
J < O § § O D E P

a>
cm (B

o :8 of m 8 3
an Q  E n¢

: _ 4 5 4-1

C Q_ Q  g  8 (8G.)
>

EI
E

as 8 8Q..-.
g 82o

vo E--
='5 -E'8
8 8 o w

Rm¢ £ <8
_ 8 1 - D  0

o 5
E .Fe 4-1

a > c ' u
L * ' o

& a > §a <

W(§\9~4- 5: 6l
a>

o
E
oI-

Es'En:
< 1 5
Gs
8.8
' E U

v '
(*)
| _
0)
.cm
E
0
o
q)
a
'u
G)
'u

LIJ

cu
cu
>-
4-1
w
0)

| -

a> .
. c  o
_ I  z

v' N <*> <r no co 1\ co o> o " N of <r Lm LO N
v' T' v' v' W W

o f
\ -

c a y "

a>f=ln
: Q

89,
8 ~z8. l mu>""
_.9<§"3'.
O O O
Z O O



of
<r
co
9

| I

oO
Q
mLO

Q
m
m

o
o
o
m
If)gm'

E

o 1""
*url

1-»
m...t

<9

UP
C
x _.

'ag es m
. c¢n o
m
o

<'

458
089

° -'2z"5

.2-°8>
<C/JDO.

O O
e=> as ea

I

I-̀
cm
ozofwV

¢4=>

4-`

m
02
co
c*>

I

he

W

m
<11
of
<*>

w g
8-'5
*5°a°?
.Q--° 7,8
:.<=
o OO 99 e t 69 99 ea

I I

a>

/-̀  ¢  ̀4-\10 W OFof co v
C )

of <*> N
N co of8 LD

/ `
o>
<r
**
1\
of
u'>

\ - 1 - 1""

8 us
>- =
TO ; 'T
.2 I m
.L *a

_ms
a m
V)
o

99 <-9 et e=> <9 vo

o
9 'm

4-1

Qc:

no v mof (O q-
v- OF
ea co 1\N co of
'1 v m_

I I I I I I

/`
m
<12
of
CV)V

v-
ca
ozofm

I I I I

»-ooo
C'>I-D

»-̀ooo
o>1-D Lo

of
l083

1 - 1 -(0
Qf_3'o

<

1 - 1 -
\.,_,; * ln-1

4:19 69 69 he 69 he 69 65 619 69 619 he he Eb ea he en ea

o

o f
o
o
N

o
C 'G

"6 -b as <38 G)
E '

*""¢73

4-1

G)
E4-»
cm
3

9
Eu

Eu
o

` 5  z
U) CU

. c
E o
G)

an cu cs
(D
0.)  8

Q  X(8 'D o
. c  a>4-4 |-
C

9 °

m

G)
.D
E
a>
u
a>
Q

E x o
cm
w

x LQ 8 <

Ia
w
cu
m
ea
cy
no

. cocuq)

8
I';'
:9
§a> an

5`c
o
cm

co8Q.' :ocmG)
a

G)
o

._ 0
o <0

8-1

3
m

ea
<9 <° z

c

as c

82°
E39

e° *

co
m
.E
~:
8cu 8
* 'o
8 9

o
5 'o
c _ram

v> A g
5 8 *°E 10=:'-3100 'o

f 0 ¢ _ ) > c r :
C - 5 01/1

° 3 < o °
. _ 2 ' 2 ' ¢ > l - a )

°<e29¢62
u £ 3 5

°6§ ° 3Q 4-»

ea °>o
ea> : : 2 8 W '

J < O § § O D E P

.- .c
< 4 / 1
. C c ¢ u
w .° n c n :

* 5 ' c ' c ° " °2 £a . > a > E<u<'="""m C°Q3888

8§
1• E

m ¢ § 'U8 <.><
M M .C 8815 -EV,

. E w § u - w
u.<-- u g
8~<»e<==

88§°.<'E 'c 'u oo
%§8*3§¥ o

q)
3H
o

| -

Em
g
9?
o
s
cm 8

I GOEM
GJ

819EM
o o
O vo
GI c<5as
g g
c 3
.8 9as(
E o
: E
5 E
.a' E<03

'U
GJ
'U

UJ

CB
cu
>-
4 - »
m
a>
I -

q) .
C  O
| Z

F N <"'J ofr no co I\ of cm ,_ ; N gr) q- I-Oco NF  F !"' v' 1' T' of1"

o
aso
8'u

mg
m 8
2 aso GJZ(/J



Arizona American Water Company - Sun City Water
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-2
Schedule C (SC)
Docket No. W-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Water Revenues
Other Revenues
Total Revenues

$
$
$

9,125,203
157,898

9,283,101

$
$
$

$
$
$

9,125,203
157,898

9,283,101

1 ,225,670 (50,258) 1,175,412

1 ,722,582
37,037

1 ,722,582
37,037

(171,533)
(2,650)

(92,636)
(24,304)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

$
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,509,322
354,396
251 ,435
75,286
93,255

235,348
60,016
78,546

300,084
652,601

1,565,706
156,074
94,912
9,746

8,422,016

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(4,237)
(445,000)
(36,961 )

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,337,689
351 ,746
158,799

50,982
93,255

235,348
60,018
78,546

295,847
207,601

1,528,745
155,074
94,912

344,398
7,928,988

334,652
(493,028)

24 Utility Operating Income $ 861 .085 $ 493,028 $ 1,354,113

25
26
27
28
29

Other Income & Deductions
Other lnoome & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(845,582)
(18,348)

(4)
(863,934) $

$
$
$
S
$

(845,582)
(18,348)

(4)
(863,934)

30 Net Profit (Loss) $

31 Rate Base

s (2,849) 493,028 $

$ 28,186,063 $ (1,785,140) $

490,179

26,400,923

32 Eamed Rate of Return 3.06% 5.13%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule 0.1
Col.C: Col.A + Col.B



M * 05 °5
(D
C
o

:=

I

|\
<*>
**l
q-

/\N |\ LT N N
<*) (*) :fa o o
N N go CO LO
q- v Y*N Nof

G):s
D

<n
. soo  8 IT

, l o
X
IJJ

.Q

D HE he

!\l"¢*)¢')
4 8 8 6o~» q,_

-°'a>
*&O?c>
a>a><¢°
E's<'>° -

6
z

G)
§
D

m $3
u p  8 9

8 &*>
IJJ

I

oLD
etN\/

619 69 he 9 89

o o (we) |\ |\
Lm Lm N N N
<<>_ Lo_ q sq co
N N w* P v-

en ea

C
Q U)

'a 8 L?
c  Q Tn) x
D-Lu

G ) I

f-\
coof
©_
Ncm\/

9 9 9 6 9 9

co co oo oo oo("')(*)LOl\
° Q ' ° ' i ° Q ° Qn n I . n 4 o ¢oo>o><f>I.oI.nV

69 ea ¢-A 69 69 he es

I

f s
of
LO
LO

of co LT 3 of
co ©  of co of
LD LD cf: c~'>
F  * N OF OF
(*) (*) 1-

\-
au

he e t ea he 99 ea ea

I

om
<<>.of
'u-.4

o o <r co ©
m au W N r\
'Q ©_ n. <4 <4
®  ®  N F F

WV

' o  8
m ":»
8 cs

w
m  C  Y
x  co  Oo  Q .
_*Q E
cm o

<.>

*e a
gr.

cy
9 .2 "P
.Q E o

a>8  o
< E ea QS et e=> 89 <-A e=>

I
G.)
u) G.)
W (I)

o 3 QS

~: 9.0fr IJJ

q -

c~f>

* T
N

<r <r v' go) m
o o  o f N (\|
<*> <~'> of m m
v v m v <1-
N N

ea 99 he <-A he es <+>

8
O G)
O 4-43
re

C

E
cm.3

3

I I I

f-\
of
m
Cal
o
I-D

f - v \ » \ - `
< " ) 0 @ q -

|_ rI l l l  w w w w l I I I
1-°CY(W '

v o u c hW
\ . /

f-\N O W
m o co
N Q <71
v LT c o
\i v cmQ/

I I 5 _Izzy_ Q
roll <-

ofNo
aumq-

8o
'Qof<~f>

w ¢~/9 ea w w w w e a e a w e a w w w w w w w w w w w lc-8

"?
o
.cf
o
v>
of

3 o

coooN
(D

E

E
g
:_
Q.
2

a>

\-7
m G.)

a>
D . oC

X

oQ or
a> cu
as 6

en
GJ
3

0)
G)
:x g X .c o

w
a>
>
G) 51

C
o

a>
><
m>

m o
c

q)
o

0)

G)
cu
£ 2

cg m
0 8

V)

(/J`U
Emu
W E
Q B
E T

88

.c
8
(0
E
'u
:D
'aC
UJ

C
.Q4-1
Q.
c
O
an
GJ

D

w
Q)
3

"2
58~-> - - £ 5 3
M § O | -

m

U)
IJJ
<nLu
E E

OD- cu a
= 81- X 3

:=>~ U J - ><

m com Z ° " - Q . a > z z Wm8 <5 w e - (DE
c ._ vo a>

:D _ q) Qi a-
>< L. g m Q u o ,,,uJ°6v>¢I)uJuJ
l.u a> O E S Lu*-»0 __=a>

Q. O < 8 : O o: `c3w¢I,">3 E t o ° > g
1: - E '__ -
' - ¢/7 .- |

9-cu _Cm a> 3 .- ea warn:
O _ I D . U : E O ; § 6 D . M E O M C 9 § § D ( D ( D D . D . _

q) O -  ._
anD .  8  Q

L.. (5 ° 6 .- G)
o  8 g '27,

3

E en
cu o
g :J  w :s
as

c
U'cL

o

w
8 83
x z

Lu
8 n.

m 8 § . o w
9 C G) c 0 - C -va-cu: Q. a> ~ " " * l " Z O| - E O -

8 n >n . n . " ' -
. §oo 3E3

: c3*§§pO¢mo WW 8
5 ;l.LIIJJ

: B G)
m

<\l*oWu3w3 zn¢:
a> up

cu as cu
* a> $3 GJ 6

o
w

o
C. o. C
m G)

<» :
8&':r
8 6 8 'E o

< 8
go
8 ;
<4/3

L.
m
m
> -
4-'
<n
a)

| -

q; .
:  O F N m o nc*><ru'>col\ooc» c> m<ol\ooc»

I
I

cu
on

m
|-
a>85 *a

o 4:
cm LIJ
'c 'oc a>
m C
w .Q.53 Eo  o
z  o



/--~.

CC \"' go a>
I

o
"ZN
*m-I

/-\ f-\v' v ® W) ¢"7
o  o  v LT LO
m C") 1\ LD LT
N N ~<r N r\,_  p '

G)
E

o

-I-J 9: o
E E
a>030c
KW |
(5
E a>

u.

E
m ¢1> w
gr G)

G) GJ
C
m _

cy
(0 >
a> m ea Lu

a

: 5

E <r9_8¢
010X

e t <9 he e=> ea es ea

G)
E

I

of
<~'>
e t

3coo>6~»̀ o~>< " ' w > o n n

V

n'° ~<~'>of>
I O v - ~ . -U0</J<*>o

0 " 9 c \ z
- anE 0 9 9

a > < ' "- 8 r ) D .
3 0. c u mo f ' _

<u.c:0t o ,
< < / J ;

d
z
a>
fto
O

8c m
8'TXo

" "

C
m

8-H ._ MC Lu
E Q.

ax `6 O
9 2  3

| _(ULuw _
' t

2 8  <
LL eh ea

GJ
I

no
co
Q

619 9 he 9 ea
A

LO (D OJ r \of of co £0
Q Q <r Q coan *Q

I w._. q) (\|
m  0 _  C  F

U) Q) G)
m  E  G )

cu up

"ln--4

(5
E

-o-» gc

E .N as
q) in

8  L L  ' 5  *  8  o
z  . _

a:
< ea Ia

GJ I

(O
o
LT
LO
co

wwwesw
/ ` f-`
¢O£9LOv'F

~Q~Q~.<\1_<\1
L o m m o oL o c o m v v~.»

4-4C
a>E |
Q) <0
9 G)
(5 G)
g Ll..
m
E

(I)v-
G)Q.<.>

I

c
o...

.2 m
* E  c  v
q)o

E  E
o
O he

(I)
(Dy"

I

he

C)
-

w w w w e e

\ - F m c o o o
F p ' '

N N N '~.»
8 G.)
° a >

*eq) G)
I G).,..
M - 4 : 0

a c '
Q u . Q T
ms
E

Lim
es he

~4-I

8 .CE 4-1
a> O
m  |
g  m
N
E LI..

W m
8
8 0 ?

0
a>m m

I

go)
o>
I \
O
N

ea 69 69 w he

O') (*) co N  | \
c> m N co co
N | \ o | \  I \
o o  o f N  N
N  N \ -  W

<9 69

I
_~¢
C
m*_4-I

8 co(DQ S
X

/-\

o
If)
9'
YI'

ET
g  4 )
cy
C
Q)
C
(5 LU
E ea 69

p e e w e e
f-\

oar~<f><~f>
Q ° ' i ' * l ° {
Ll')L!)v° <"7(*0

W N
q - q ' - ( 9 4

e e w e a w w
u

10-4
as

ll)
3

Q. X

5CD
9
E

g
5D.

><of
o
N in 3  E  Q .  a >  g  z

c .
a>

'__
m

a>
Q.
X

an
n

L -

se

w
G)
G) a>

a> <6 C
c  I -  ' E
G )  :_  3(I)

co
3
C g.. o

o

I
cm UJ ° 6 w

0)
o

a>
X
m

C
Q)
>
a> >

Q)
g Ia

s:
8

G)
Q.
G)4-1
as
Rf
x
as
|-
G)

a>.2

G)
G)

g cy
3 3 2 ._
8  D .  8  D

6 £ 05 ._a_; U) Q O
m  C
cy cw

C
(0

o

(UCB
c
o

C
o

4'-'5
Q .
:
c.>
w
GJ

D

w <0
8 g

m
G)B M M M

° _,a>¢v > m 5 - Has .H Qnc§O|-

'u'3w mu.: 8
G) cm

2 .gl-
c m Q 8 9 _ w o a m

o ° 2.'8-l-T3W I O

x : -
l.u 3 " A g ; ' 3 ' 5 < 8 8 o

o " E 8 g £ 8 6 _ m _ _
2 - 8 0 3 * - v s | 8 4 8
8g§§3~ e 5° ° 3`" ._ 8'5'i"
O 4 m m O ; E W l ¢ E O M 8 E E D G G m m S P O

G) (5
( 5  3 ' w  3

GJ

2 :
483 i i ;

( D E
z o

8 c aw go
E t : . 5 0 0 § E 2

cc 4 5 8 8w
:J

m
cm

o . _
a> a> w as

Q  c
a>

e a  a s  E  Q  m

m

o is:
U) LIJ
'U 'u

6

2
g m
o f

<02
FT
88
8 3
68
3 9

C Q

8 2
E
< a ~

E

g
< u >

. n
1 .

.c
oL..
(6
E
'o
m
'UC
IJJ
as
a>
>-
4-1w
a>
|-

q; .
x: O
; J  z w* (\| (9 o nc4~<ru'><.ol\oooac> Lo co l\ oo cn

:  GJ
Ru C
(0.0
$3 Eo  O
z  O



GC * o'> GJ
m
m

N " ( * ) ( 9w'O<r*(D¢*)O
0"9<v>
.._»¢_jo

2501
_ : a m
82*
< u > ;

6
z

a>
E

4-v
a>

o
o

D

f - . .
(D

m
a: 4 a cm I (D

° {̀
co
of

*  \ -  I \  9 '  W(Q (D co o> o>OF o> N co (D
co CD v N Nco t"') N N/ V

* Eg o

(989
' " ' c*-8'<v>-

8uJ'"Q

'G
GJ

C

. 8 @
' " " 3 ' Ta>Lr>>» 0

cu T>'=
8 8 0n m- . he ea

I

ea he 9 vo w
f-\

o> U) o>
co no go

| |  v  F  v*
LO LD LT
1- 1- 1-

C
. Q4-»

*a so*._ no
8 8 v-
o-» -I H (_)
C .C
- o

C

CD

I

4-A 69 he ea ea £9

L.
53
cu
3 2
8 8
5 8

U)
:>

co
o
o
N m

cm
w
m

cm ._
~:8 o

a> Di

:1
m u.
8 ... a>

o an

vs >>

ea
Q.

l.u
m

8
E

o

o
.cl
o
w
up
c:
E

8
x..
a>
Q .

a>.l-l
cu

X(5
r -
a>q ) >

8
3

. c
O
L . .

(5
E
'o
G)
'o
C
LU

o
pa:
Q .
c
o
U)
G)

D

m 4•4380

d8d)q>

>"528
n:§ O|-

co
8mL"
38

m

s
c

G
2

o88348

l=3

Q.

Q. i-
m

28<§ E

55 m

n -

C
s 8 8 8 8 0=-

Lu- Z

=8<>3-

n.

88 m

E 8:
5§

88°
no

_

o
m

a> E 4-1

8490.1

a n

§

x 3 3 £ 5 ¢ _ °

"
ow

8880
8

-=°

= M

| .
n .

,_§5§§
8§14

cu . _

3-°°&-
wao

3

3o

c
a>

X . : o cnl-LI° 6$
X

(D A. O
o g o

- ¢ W o w *
8 > 3 " " ° " M , , , - C Q . :

v>:a>a> t§q)q)

mQ M

3
C D.GJ
(W l_IJ* O

3 O <Et rm
o>(BD.
c
cu

8c:

C cu

8 -» 9 a

L U

2 2
"Jo
LL,z

_ ><
CDS

C <nL|JuJ (D

._ 8 4 2
*(3|-l-§ § |-O|-
.- "*i-|-'D-'<26- -E<n¢QLULLIQI--LLI

a>mmo

m m
C
o

3

u>=3̀
. <

a:
mgQ-o
Gs
o
913
weEn.
80
o. :8
934-
E

E

g
<c/>
.n

s .

m
Q)
>-
4- 4
m
m
1-

q) .
C  O F N CO o no~f><rLncol~coo>o u><ol\oocn

"8
a>

o  n:
U) LU
'D 'c
C G)
m C
m .Q

o
z <.>

QEo



O

.Q z "6

of
q-of
9
m
o
<'
8

qt o'>
co 8
r e _ ;

38.s:'o"5"ea>xa>
sQQ¢ §
<c/Jon.

a>O
8
.so
q_)

DC

<3
<

m

m v Lm
q- Lo of
W G) W
r\ m of
of (O NLO v v'

q- mco<r@ v
of Nco ofq- Lo

Q.

8
o.*3» ~
4:88

cm
1 " \ -

<49 <-A ea wee

:C
.Q
33o
9
G)
'c
'o
a>
_cu
3
E
3
oom
E
oc

_.u'o

on
.c
;,,-
O

" " 4-»

cm
.x Q.

a>4-1
ms

3
8
E

C
G) (5

as-3
"' E
8 9

' oLD as
-'8"> 3m'c'o o

_| 8w8 3

-_ Lo
3 4

>»:°-'
O
C3
co|

3

O G)
o
E

C a>

3
L.
$2

o f
o
o
N

'U

LL

.Qw
13.5
.86
5_2
q>D.

D o
<03

E t

E

LO

8
> |
C -o-I
<5 C
Q 52
E  4
oo .9

8o
o

a 98
3 8
8 <
O 5 .'E 8
:D
E >-
< "¢7S

C
.Q
4 - 1Q.' :owG.)
D

.8
E
a>
in
.E
E
8

£38
53?

Onoso
1-°""E

dJ'°5_
aM;§
M 433
3240

cm832
ncnccn

GJ

3  o
E 2:3 C
o 8< +4a>u>
w-:
8 9

<o 4-4c cu

o=..:
"->_
(D->_I
d
z
4 - 1CG)
E
4 - 1w

'U
<
mf
m
2
3
'D
G)
8

a> cm
8 L_
3 0)

Q.
w
c
3
o

£ 43m83

°2
"5*.:>¢~.9
°~4-Em
"8°1

coEco_,_,¢sea
.8"5
" E2 0
"ah
ll)5l'-7
98

E
a>
s: d v' N of: <v><r

L..
GJ9 ;

a |:'

(8 4)
c |-
o *LN m'C o
<  a

W<*>
G.).Q
EG)oG)
a
'oa>'oC
Lu
cuG.)
>-
4 - »wG)|,-

o
cm
' o
c
m

8*a <
z < as



GJ
o
C
ET
£2
a>
re

<

*SQ
1...

LO
m
' 1
of
<~'>

N (q Lo
co m m
N N q-
c> m of
co © m

\-

9 ; ea he he

I

of
W
<~'>
o
<15
o
<'
co
o
<*)
o

co
o Q
n:vg>3

Q *

8°'%8'>o o m

*w*
we
>__ g
o w
c m
=;cm he

o
8~'-6

du
q-
' E
<'*>58Ac 29

<38
g 66

m oz
3 *5,' Q
ca cw

o
m
<4
I-D
co

W 83

§,LL 'Q
8
C
< < E

he

'U

>
o 8
c g Q3
cm

o>
GO
of
m
ea

-I-I4-9

E W S
<8

I\
n.oof

o
(D
N

o-a-I

m

m
C

GJ-0-v
cu
3
G)4-1
m

3
ea .cu> 4-4

cm
G)

O

g
E

4--14 1

o
¢

I
-o-»
m

co
o
o
N

.I-»
-1-1

C

o
S
O

8
8
c
w
E
"¢7'
. 3

<

<*>
G).Q
E
a>o
U)

a

G)
3'-1»

9 2
8 3
E b

50
N o

313
= <

.85
w i z

<

'U
G)
'u
f:
u.l

c
.Q
Q.
' :
ow
cu
O

>C
m
Q.
E
o
O
G)
2
m
>
a>
n:

G.)

g..
3 2

w

88 .E
TO To 'c
*es  5  <
8  8  c u:  3  6
c r  U ) l ~

U)
:J

""""\

.Q
"El

8.4:
Q-b
.E C

o
< 0

L-
m
Q)

> -
4-v
v>
a>

| -

q ) .
:  O III N ¢ f>q-

of
E_|
(D

d

cm
_g
ID3
'o
<
Rf8.5

52
°'o
"2'°oSm
ws. .

283o. .

3
> .

O
3

U)
8
'UG)

8
O
S
O
o
c
0
_g
(D

' o
(5

>c
m
Q.
E
o
O
G)
.c
|._
*

_cm



G)
o
c

9
8
(D
f r

< m

O

*Et
E -of,*sag

I-g

O O) W
o m mN O *_
W LD (D
m  N  w
v  N  o n

o
o
o
| \
co
N

m
W
o f

9
c >

9

8
N, of
w 3
Mr;
<1>2§'6

5.c'o"alS"oqpxm
s=° 9(C/JDD. he 99 ea he

3* L.
O 4-1
C 898
3

(D

Q)

W W' N
LO LT

co \ of
W LD LO
W' N *

m
LD

he et he he

o
o
o
of
o2 9 2..<v ,

5 3

OJ N *
of o  m
o LT LO
LD N N
N <*> o

*nuI

ea et en Sn

4-4
c
GJ
E

-o-»

a>

.Q
u '

O
of
o
o
N .c

m

4-9
4-¢

.Q
Q..
' :o(D
G)
D

GC

.33
i-T-83,-,o
0- ' _ .

toa
230
. - .Cox8<».so'"{
|Z0 o
383
558
OEQ
.382
E338EoE
-Q 8
o¢ r<

Ooo9
U)

m
a>
z
o
'o
<D
'U
C
3
o
M
E
O.
m
O
cm

.x
L .

8
. c
m(0
o
o
C
G)
E
4-4
w

'o
<

. c

>~.
C
m
Q .

E
o
O

G)
'° "
cu cu

C 8cu0 0
': U)a> C
E<  o

m
oN (D
'C cu

3

W
m

a>
.Q
E
a>
o
a>

D
'u
a>

'U
C
Lu
s-
m
G)

>-
-0-1

m
a>

|-

q) .
c  O v (\I ( 9 q-

8
~.
m

Ea m
m A
Q S
8 ~.am
8 8040 3

8 2 8
8 3 0
c q)M Y 413
a>6 4 < 9

z



8
9
-$3
a>
I I

of_

O
3 O re

"8. c as38333

m

F W F W ® ¢ @ @ F N ® © ¢ W M C O ©m¢.oo¢oooo\-cvamrm-ou'>~oo<ou>\-so°1'Q°Q°Q*Q"lN*llQ'i"1"1"'l"'1'QQ'L
- 1- "-(Y)

N OF F
o w OF
LO o LO
N LD r\
<*> ò_V
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Number Description
No. of
Pages Page No. Note

Revenue Requirement Summary Schedules - Total Wastewater
A Calculation of Revenue Deficiency (Sufficiency) 1 2

A-1 Gross Revenue Conversion Factor 1 3
B Adjusted Rate Base 1 4

B.1 Summary of Rate Base Adjustments 1 5
C Adjusted Net Operating Income 1 6

C.1 Summary of Net Operating Income Adjustments 3 7-9
D Capital Structure and Cost Rates 1 10

Revenue Requirement Summary Schedules - Anthem/Agua Fria Wastewater
AAAF Calculation of Revenue Deficiency Sufficiency) 1 11

A-1 (AAF) Gross Revenue Conversion Factor 1 12
B(AAF) Adjusted Rate Base 1 13

B.1 AAF Summa of Rate Base Adjustments 1 14
C(AAF) Adjusted Net Operating Income 1 15

C.1 (AAF) Summa of Net Operating Income Adjustments 3 16-18

Revenue Requirement Summary Schedules - Sun City Wastewater
A(so Calculation of Revenue Deficiency Sufficiency) 1 19

A-1 SC Gross Revenue Conversion Factor 1 20
B (so Adjusted Rate Base 1 21

B.1 (SC) Summa of Rate Base Adjustments 1 22
C (SC) Adjusted Net Operating Income 1 23

C.1 (SC Summa of Net Operating Income Adjustments 2 24-25

Revenue Requirement Summa Schedules - Sun city West Wastewater
A(SCW Calculation of Revenue Deficiency (Sufficiency 1 26

A-1 (SCW) Gross Revenue Conversion Factor 1 27
B SCW Adjusted Rate Base 1 28

B.1 SCW Summary of Rate Base Adjustments 1 29
C(SCW Adjusted Net Operating Income 1 30

C.1 SCW Summa of Net Operating Income Adjustments 3 31-33

Rate Base Adjustments
B-2 Plant Retirements - Anthem/Agua Fria Wastewater 1 34
B-3 Contributions In Aid of Construction A
B-4 Cash Working Capital 4 35-38

Net Operating Income Adjustments
C-2 Rate Case Expense 1 39
C-3 Achievement Incentive Pay 1 40
C-4 Stock-Based Compensation 1 41
C-5 Pension Expense 1 42

c-5.1 Calculations for pension expense adjustment A
C-8 OPEB Expense 1 43
C-7 Dues, Donations & Miscellaneous Expenses A
C-9 Management Fees - Other Expenses A

C-10
Management Fees - Remove AAWC's Requested Post Test Year Increase in Affiliate
Employee Benefits A

C-11 Management Fees - Remove Affiliate Incentive Compensation Expense A
C-12 Management Fees - Normalize Affiliate Pension Expense A
C-13 Management Fees - Normalize Affiliate OPEB Expense A
C-14 Management Fees - Remove Business Development Expense A
c-15 Interest Synchronization 1 44
C-17 Depreciation Expense - Anthem/Agua Fria Wastewater Only 1 45

Total Pages (including Contents page) 45

Arizona American Water Company
Docket No. 01303A-09-0343

Attachment RCS-3
Accompanying the Direct Testimony of Ralph Smith

RUCO Accounting Schedules - Wastewater Districts

A: See Attachment RCS-2
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

g Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
4,588,038
2,403,331

529,432
53,674
23,577

7,598,052

Percent
60.38%
31 .63%

6.97%
0.71%
0.31 %

100.00%

17 Total Revenue Increase (From Schedule A) $ 7,598,053
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Arizona American Water Company - Total of Wastewater Districts
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C
Docket No. SW-01303A-09-0403
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

20,228,926
10,288

20,239,214

$
$
$

$
$
$

20,228,926
10,288

20,239,214

(110,844)
Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents

(369,662)
(5,706)

(148,500)
(71,206)

4
5
6
7

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

2,556,566
10,524

679,980
709,941

3,602,842
3,250,764

804,856
447,520
174,416
201 ,008
511 ,824
163,430
180,591
882,166
446,357

5,749,606
589,432
181,327

(1 ,279,000)
19,864,150

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(11,978)

$
$
$
$
$
$
s
$
$
$
$
$
$
$
$
$
s
$
$
$

2,445,722
10,524

679,980
709,941

3,602,842
2,881 ,102

799,150
299,020
103,210
201,008
511 ,824
163,430
180,591
882,166
446,357

5,737,628
589,432
181,327

(1 ,014,352)
19,410,902

General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
income Taxes
Total Operating Expenses

264,648
(453,248)

24 Utility Operating Income $ 375,064 $ 453,248 $ 828,312

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(2,409,633)
(39,518)

1
(2,449,150)

$
$
$
$
$

$
$
$
$
$

(2,409,633)
(39,518)

1
(2,449,150)

30 Net Profit (Loss) s

31 Rate Base

$ (2,074,08G) s

s 80,321,091 $

453,248

(363,233) $

(1,620,838)

79,957,858

32 Earned Rate of Return 0.47% 1.04%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C,1
COI.C: Col.A + Col.B
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (AAF)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.71%
0.31%

0.71%
0.31%

4 Taxable Income as a Percent 98.98% 98.98%

5 Less: Federal Income Taxes 31 .63% 31 .63%

6 Taxable Income as a Percent 67.35% 67.35%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.38% 60.38%

9 Gross Revenue Conversion Factor 1.6561 1.6561

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

$
$
$
$
$
$

Amount
3,198,399
1,675,403

369,076
37,417
16,436

5,296,731

Percent
60.38%
31 .63%
6.97%
0.71%
0.31%

100.00%

17 Total Revenue Increase (From Schedule A) $ 5,296,731
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Arizona American Water Company - Anthem/Agua Fria Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (AAF)
Docket No. sw-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

8,634,567
2,556

8,637,123

$
$
$

$
$
$

8,634,567
2,556

8,637,123

(49,598)

(173,758)
(2,682)

(72,483)
(31 ,679)

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,335,278
3,368

278,664
303,374
199,095

1 ,528,005
396,599
221,640

80,939
94,566

242,170
84,483
85,697

534,489
246,204

3,830,808
296,804
87,538

(1 ,020,813)
8,828,908

$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$

(4,289)

(2,853)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,285,680
3,388

278,664
303,374
199,095

1 ,354,247
393,917
149,157
49,260
94,566

242,170
84,483
85,697

530,200
246,204

3,827,955
296,804
87,538

(898,458)
8,613,921

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

122,355
(214,987)

24 utility Operating Income $ (191,785) s 214,987 $ 23,202

25
26
27
28
29

Other Income & Deductions
Other Income 8< Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Additions/Deductions From Income

$
$
$
$
$

(1 ,432,072)
(18,575)

(4)
(1 ,450,651 )

$
$
$
$
$

(1,432,072)
(18,575)

(4)
(1 ,450,651 )

30 Net Profit (Loss)

31 Rate Base

$

s (1,642,436) s

$ 47,735,732 $

214,987 $

(177,490) $

(1,427,449)

47,558,242

32 Earned Rate of Return -0.40% 0.05%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: Col.A + Col.B



q)
UI
as

I

N
of
et
N

N N 1-0 tlll\
of of of v <r
*Q *Q Q co_ cg
N N P W v-

a>m cm
l.u €"?
8  8 0

Lu
x

<?m3<°
no oo341 \_g>"

avieggs.

§ s§
'No

8
8
o
D

ea 69

a>
. o
cm

c m
I

m
co

N
r~

ea ee ee ea ea

<"v<~f>ooI.0Lr>W W N O O
<n<nozLQ~QN N N W W 'N I l ( \ I W '89

8 0 . 0
x

D-Lu
<49 <49

I

m
LD
o'>

wweeww
» /
o>ou<.o<~¢<f>
m l . o < * > c \ l n
<=1°z°'z<Q<Q
P F N O J O 3

m-.../

<49 he as 6- c-A he <-8

I

3
(")
*Q
l \

cncnowoo(¢)("r©0v)(v)
<Q<Q°Q°Q°Ql\l\(Doc>

c'u o
(0 8m

oo"' o

>m

a>
.9

(D
cy cmm c  Y
x  8_0

E
w  o

8 a

E 9 °?> *a O

.: 8
*H-:W

*L-" v* r "  1 -
~..../ '-..¢

o
he ea

I

» -
OF
|\
co

0) a>
8  m
O
G)
'cl¢r Lu

c  N
q) I

o . oX

-
¢r)*-I

e s w

f ` » -\
@ @ ® \ - 1 -
I \ I ~ n u ' > L n
©©4
F * t N O ' > O ' >
l"7(" \ - v - v '

99 I a et 99 et es ea

I I I I I I I

o>
of
N
9'~»

of
LT
of
N~.»

L)-o-I3

=8
<

8
O  3

E
ll)M  3

/ `
of
m
1-0
C)
<r

A,-\
of N (*) U)
LO of of

(6 n` n` vi
- N m1- V V

V

»-\ /\
n u>l~l~vvuneowof>of>of>o>o>
('>¢">N v'molar-nn¢̀ `¢

8
o
LQ
of
<*>

s..
G)4-1
m
3
_Q
m

3

ea4-9he wwwweewwwwese9e9eee¢=>eawe§eeeema>eee<>

.cu
1.
IJ.
as
3on/1
$ 3
E G)
w e
-=*¢7'>
`E_3< - 6 `
. < 38D.x o

m E
, , , _ o f

z

ofooN C
0)

Q) ._
Ia t'
C
a>

LlJLU
CDS
48
' E t

G)

ceaD.x
l.u

o
C

o a>
x
m

o en in

G s
O<

E`a>

09
.co
m
E
'U
G)
'Uc
IJJ

C
o
18
Q.
c
O
(0
GJ
a

m
8 ea ea
c  c
> 9

a>

as <11 * i
> 3 £ 4-1an an 4-» o
nr vo O |-

w v>
3  :

a> c
m gmg ea

MM
G)

3
| - n .

c
g a 8

5 E88 §
5 l b . . .

g o O c E
Ia 'o w Q a > :
c o - . - o 86>

E 808 m
¢ ¢ 2 3 "Q 0 ; U > 3 " " : L.
" M a n n L Q Q M
O_lo.u.<.>§ E<Do.m

E an
a> U* Q. o

C
cu
as :s 'E 3

a>

.,.8~J 8
3 = 3 3
8 83 as

8"2 s §3°§§568 8 854388
88 = §8s 88@

" _="§**§§38§
E 23888844828
8 'm ° 8588858Eo¢ 6 EE88GmmEho

Q q) 3'-*'°*' (D

E  8  8
O Ru
<6 cu

w a:

3 cy m w E

m

G)

g m
(BE
48
8 3
» §
.Qcu<s
En.
80

a>-8 z
0 3 4 -go
<E°
weo
N E

<</J

L-
as
a>

>-
44
(D
a>

I -

q) .
: O
;  z v*(Nl¢") o nc#><rv.ncol~ooo>o

6
2
8
8

9
E
o

3
a
2
8
E

8%
Ag

58
8 9
'5§
Z O



an
cm

E
.c

GJ I

E>`
co
et

oooo&ln<_0¢0\-q-q-
@ © \\-v"
V

¢">Qo">c»'>
Cb 8 *ogee
n¢~f04~

804 m284
<vqJ8
<*-s8~<08

2
-.I 1- " \

"Wn*

cy
E

Q o
UJ4-v

GJ
X
o
o
a

G)
.» .N_m

E M0_G)
E§ 0"'<\'><1-Wo ¢ \-07 89)
m 4-4

£1_(5am*
(98:
0><IJ. es <-A

I

3;OF
Q

w ea 9 he 9

O) o> v LO LD
OF o> N N |\
o  o  v  co  CD- .. »v' v-

83 a>
E
° '8§é3
(5E

.N g
a>

C
"S an

z I1 Lu

| _*Q
Wmw'§8Q0 -..-/

<9 99

I

/-̀l\
"Z(D(D

¢-ee9¢-A9948
f` »-\
I\1\ooo>o>

° *z<'z=Q'\'
co co no o omw \-

8 'T
Q T

4-1 mc 4-0

E ._q) 4-v
0><
m I
C cm
as q)
E 8

o
q) 4-1
>
C
a>o
E E

O
o ea 69 he ea es <-A he

I

a>

w a> ,..
*" >~u= O

IcQ. a> Q

Rx
of
|\
m

|\

f-` /\
of no of o o
N l\ m of of
m au of LO m
o  o co co

1\ N q- <r

*e
8. "'<»Eu@ 8 §- m§_>&:
g <L§m
2 he e=> et <49 <-A <-A 69

I

/-\oLDm

8
50?

w Q-O
a>Q 85

Cal
" - . /

o  o  m I-DLm
m LO N N N
o o P o> m
\-  * of N NN NV *H-.I

*e '<T>
cu .cE +4
q) O

I

<s
E IJ. he es he ea he he he

05
. 8 8vo gel/)o N8=286

o  2 E Q
o u.la

I

caofN
<r
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Arizona American Water Company - Sun City Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (SC)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

1 Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.54%
0.08%

0.54%
0.08%

4 Taxable Income as a Percent 99.38% 99.38%

5 Less: Federal Income Taxes 31.63% 31 .63%

6 Taxable Income as a Percent 67.75% 67.75%

7 Less: State Income Taxes 6.97% 5.97%

8 Change in Net Operating Income 60.78% 60,78%

9 Gross Revenue Conversion Factor 1 .6453 1 .6453

Notes and Source
CoI.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
Uncollectibles
Total Revenue Increase

Amount
$ 928,369
$ 483,132
$ 106,430
$ 8,282
$ 1,193
$1,527,406

Percent
60.78%
31 .63%

6.97%
0.54%
0.08%

100.00%

17 Total Revenue Increase (From Schedule A) $ 1,527,407
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Arizona American Water Company .. Sun City Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (SC)
Docket No. SW-01303A-09~0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
$

5,933,970
6,411

5,940,381

$
$
$

$
$
$

5,933,970
6,411

5,940,381

454,529 (30,290) 424,239

(106,114)
(1,638)

(25,187)
(20,573)

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
lnsuranoe Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Taxes
Total Operating Expenses

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

15,804
4,885

3,300,475
933,155
141,193
75,595
49,683
57,656

145,686
40,868
44,944

104,503
61,533

679,999
157,456
34,880

(310,869)
5,991 ,974

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$

(2,620)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

15,804
4,885

3,300,475
827,041
139,555
50,408
29,110
57,656

145,686
40,868
44,944

101,883
61 ,533

679,999
157,456
34,880

(240,764)
5,875,657

70,105
(116,317)

24 Utility Operating Income $ (51 ,593) $ 116,317 $ 64,724

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(442,923)
(11 ,344)

3
(454,264)

$
$
$
$
$

(442,923)
(11 ,344)

3
(454,264)

30 Net Profit (Loss)

31 Rate Base

$

s (505,857) s

$ 14,764,087 $

116,317 s

(103,743) $

(389,540)

14,660,344

32 Eamed Rate of Return -0.35% 0.44%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
CoI.B: Schedule C.1
COLC: COI.A + Col.B
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Arizona American Water Company - Sun City West Wastewater
Gross Revenue Conversion Factor

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule A-1 (SCW)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Company
Proposed

(A)

RUCO
Proposed

(B)

t Gross Revenue 100.00% 100.00%

2
3

Less:
Property Taxes
Bad Debt Expense

0.49%
0.02%

0.49%
0.02%

4 Taxable Income as a Percent 99.49% 99.49%

5 Less: Federal Income Taxes 31 .63'/0 31 .63%

6 Taxable Income as a Percent 87.85% 67.86%

7 Less: State Income Taxes 6.97% 6.97%

8 Change in Net Operating Income 60.90% 60.90%

g Gross Revenue Conversion Factor 1.6422 1 .6422

Notes and Source
Col.A: AAWC Filing, Schedule C-3

Combined state and federal income tax rate 38.60% 38.60%

Components of Revenue Requirement Increase

11
12
13
14
15
16

Net Income
Federal Income Taxes
State Income Taxes
Property Taxes
UncoIIectibles
Total Revenue Increase

Amount
$ 461,268
$ 239,597
$ 52,781
$ 3,699
$ 132
$ 757,477

Percent
60.90%
31 .63%

6.97%
0.49%
0.02%

100.00%

17 Total Revenue Increase (From Schedule A) $ 757,477
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Arizona American Water Company - Sun City West Wastewater
Adjusted Net Operating Income

Test Year Ended December 31, 2008

Attachment RCS-3
Schedule C (SCW)
Docket No. SW-01303A-09-0343
Page 1 of 1

Line
No. Description

Per
Company

(A)

RUCO
Adjustments

(B)

Per
RUCO

(C )

1
2
3

Revenues
Sewer Revenues
Other Revenues
Total Revenues

$
$
s

5,660,389
1,321

5,661,710

$
$
$

$
$
$

5,660,389
1 ,321

5,661 ,710

(30,956)

(89,790)
(1 ,386)

(50,830)
(18,954)

4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

766,759
7,156

385,512
401 ,682
103,272
789,604
267,064
150,285
43,794
48,786

123,968
38,079
49,950

243,174
138,620

1 ,238,799
135,172

58,909
52,682

5,043,267

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

(2,216)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

735,803
7,156

385,512
401 ,682
103,272
699,814
265,678
99,455
24,840
48,786

123,968
38,079
49,950

240,958
138,620

1 ,238,799
135,172
58,909

124,868
4,921 ,320

Operating Expenses
Labor

Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes .. Other
income Taxes
Total Operating Expenses

72,186
(121 ,947)

24 utility Operating Income $ 618,443 $ 121,947 $ 740,390

25
26
27
28
29

Other Income & Deductions
Other Income & Deductions
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other AdditionslDeductions From Income

$
$
$
$
$

(534,638)
(9,599)

2
(544,235)

$
$
$
$
$

$
$
$
$
$

(534,638)
(9,599)

2
(544,235)

30 Net Profit (Loss)

31 Rate Base

s 14,208 s

$ 17,821,272 $

121,947 $

(82,000) $

196,155

17,739,272

32 Eamed Rate of Return 3.47% 4.17%

Notes and Source
Col.A: AAWC Filing, Schedule C-1
Col.B: Schedule C.1
Col.C: Col.A + Col.B
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Workpaper No. Subject Confidential No. of Pages Page No.

STF 7.3
Retirement of Two Effluent Pumps form Agua-Fria
Wastewater District No 1 2

RUCO 2-74
Calculations of AAWC Revenue Lag (Attachment 2-74(j)
included) No 3 3-5

APS Docket No.
E-01315A-08-0172,

Workpaper JCL WP11, p. 9 Revenue Lag used in previous Arizona rate cases No 1 B

TEP Docket No.
E-01933A-07-0402

Schedule B-5 (Cost of
Service), p. 3 Revenue Lag used in previous Arizona rate cases No 1 7

UNSG Docket No.
G-0402A-08-0571 Schedule

B-5, D. 3 Revenue Lag used in previous Arizona rate cases No 1 8
UNSE Docket No.
E-04204A-09-0206
Schedule B-5, p. 3 Revenue Lag used in previous Arizona rate cases No 1 g
UNSE Docket No.
E-04204A-06-0783
Schedule B-5, p. 3 Revenue Lag used in previous Arizona rate cases No 1 10

SWG Docket No.
G-01551A-07-0504
Schedule B-5, D. 2 Revenue Lag used in previous Arizona rate cases No 1 11

RUCO 2-75
Revenue Lag - Prepayments for Management Fees to
Affiliated Service Com ny (without attachments) No 1 12

RUCO 2-76 .. Revised
Prepayments to Affiliated Service Company . Service
Agreement No 15 13 -27

RUCO 2-48 Anthem Water Pro Forma Annualization No 1 28

RUCO 2~40

Supporting Documentation of AAWC's request for an
increase in rate case expense in comparison with Docket
No. E-01303A-08-0227 (without voluminous attachments) No 2 29-30

RUCO 2-78
Amounts of rate case expense allowed by the the
Commission in previous AAWC rate cases No 7 31 -37

RUCO 2-6 0*Copy of incentive com nation plan for the test year No 21 38-58
RUCO 3-2 1- 1-Incentive com nation ex nae for the test year No 1 59

RUCO 6-1
Test year Incentive compensation expense in the current
filing No 2 60-61

RUCO 2-25 Stock-based compensation expense No 1 62

RUCO 6-3
Service Company and AAWC non-affiliate portions of Stock-
based compensation expense No 2 63-64

RUCO 2-52 l

Reconciliation of Pension expense - Excerpts of 2009
tension actuarial report No 17 65-81

RUCO 2-95 2009 return on pension plan assets No 4 82-85
RUCO 2-60 Actual Pension expense for years 2006 . 2008 No 2 86-87

RUCO 2-43

Donations, Membership dues, Advertising, and
Miscellaneous expense, removal of Business Development
expense No 7 88 - 94

RUCO 2-91
Actual Tank~painting expense for 10-year period through
2009 (without attachments) No 2 95 - 96

RUCO 4-1 O&M Management Fees for the 2008 test year No 3 97-99

RUCO 4-3

Management Fees - Affiliate incentive compensation,
pension, and OPEB expense, Business Development
expenses No 4 100- 103

RUCO 4-5 Management Fees - Affiliate pension and OPEB expense No 4 104- 107

RUCO 2-59
Management Fees - Affiliate OPEB expense (without
voluminous attachments) No 3 108- 110

RUCO 2-61

Management Fees - Affiliate OPEB expense (Attachment
RUCO 2-61 AZAWC Service Co Charges-Updated thru Dec
2009 included) No 11 111 - 121

Total Pages Including this Page 121
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Arizona-American Water Company
Docket No. W-01303A-09-0343 & SW-01303A-09-0343

Attachment RCS-4
Copies of AAWC's Responses to Data Requests

and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph c. smith
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SW-01303A-09-0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Linda Gutowski
Senior Rate Analyst

Address: 19820 N. 7"' Street, Suite 201
Phoenix, AZ 85024

Company Response Number: STF 7.3

Agua Fria Wastewater District

Two 75-HP final effluent pumps in Verrado WWTP were retired since 2007.
According to Schedule B-2 (referenced to workpaper SLM-1 page 4, Witness
Sandra Murrey), $3,355 were removed from the plant addition/retirement sheet
under the pumping equipment account (Object Account #101000, Subject Account
#371100). Please confirm if the $3,355 is for the two pumps. If not, please state
the original costs for the two pumps.

The $3,355 is not for the 2 effluent pumps at Verrado. The original cost for the 2
pumps is $52,636.25 and our Engineering Department has been notified that a
retirement work order should be created to retire the pumps as soon as possible.

1
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Docket Nos. W-01303A-09-0343 &
SW-01303A-09~0343
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-74

For each AzAWC rate area please provide the following information:

a. A copy of a sample billing for each type of customer.

b. Does the billing state when the bill is due? If not, explain fully why not.

c. When is the bill due for each type of customer?

d. How does the Company determine what "due date" to show on customer
billings?

e. Are customers subject to any late charge if the bill payment is not received
by the due date printed on the bill? If not, explain fully why not. If so, please
identify the amount (or percentage) of late charge, and describe when it
begins to apply,

Do AzAWC customers, on average, pay their bills by the due date printed
on the bill? If not, explain fully why not.

g. What amount of Late Charge revenue has AzAWC reflected in the test year
for each rate area? Please break out between residential and commercial if
possible.

h. What number of residential and commercial customers did AZAWC use for
the test year by rate area?

How many late payments per average customer does the Late Charge
revenue projected by AzAWC for the test year represent? Please respond
for each rate area, if different.

Please provide an aging of accounts receivable by rate area, for each
month of 2007, 2008 and 2009.

k. Please provide the average daily amount of (1) Accounts Receivable and
(2) Allowance for Doubtful Accounts for each rate area for 2008.

Customer bills are confidential and will be provided subject to the
Confidentiality Agreement between the Company and RUCO.

a.

b.

1.

f.

i.

Yes.
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Due dates are 20 days after the billing date and it does not differ by type of
customer.

It is 20 days after the bill date. Since we bill on Mondays through Fridays
only, the due date is on Mondays through Fridays 4 weeks later.

Customers are subject to a 1-1/2% late charge. It begins by being posted to
the account on day 21 .

f.

g.

Yes.

Late Charge Revenue reflects actual experience for the test year. No
change in level of Late Charge Revenue is included in the adjusted test
year figures. The breakdown between residential and commercial Late
Charge Revenue is not available.

403101 I
Anthem Water

Oth Rev-Forfeited Discou
$25,193

$10,368Sun City Water

Water and Sewer Late Charges are booked to the Water District. The
amounts subject to late charges include Water Charges, Sewer Charges,
Other Charges and Fixed Charges. Other Charges are items such as
Establishment Fees or Reconnect Fees. Fixed Charges are fire services.

Please see Schedule H-2 for the average customers by Rate Schedule, and
see the specific tab for the rate schedule in the H Schedules for the total
number of bills in the test year by rate schedule.

Unadjusted actual experience during the test year was used in the
Company's filing. Please see the attachment, RUCO 2-74i Late
Payments.xls.

The aging reports are deleted from the system after a short period of time.
We are investigating what is required to to restore the aging reports by
district. The reports are available for the Company as a whole, but not at
the district specific level of detail. If the Company as a whole would suffice,
please let the me know.

j.

c.

d.

e.

h.

i.

k. Please see the lead/lag study for the average daily balance of accounts
receivable for each district. The Provision for the Allowance for Doubtful
Accounts is booked once each month to the Corporate account. See the
attachment RUCO 2-74k Allow Dbtfl Accts.xls for the average daily balance.
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ARIZONA PUBLIC SERVICE COMPANY
CASH WORKING CAPITAL REQUIRED FOR OPERATING EXPENSES , LEAD LAG STUDY

TWELVE MONTHS ENDED DECEMBER 31, 2007

Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A~09-0343
Page 6 of 121

LINE DESCRlPTlON
ORIGINAL
AMOUNT

(1)

PRO
FORMA

(2)

APPLIED
AMOUNT

(3)

REVENUE
LAG

DAYS

(4)

EXPENSE
LAG

DAYS

(5)

NET
LAG

DAYS

(6)

CWC
FACTOR

(7)

WORKING
CAPITAL

REQUIREMENT

(8)

fb-6(-1) 221,310,726
462,349,260

23,389,836
5,043,000

9G2,574

221 ,s10.726
452,349,260

23,389,836
5,043,000

902,574

38.17076
38.17076

0.00000
38.17076
38.17076

34,94111
43.80915

0.00000
14.48095
23.94757

322965
-5.63339
0.00000

23.58981
14.22319

0.00885
-0.01545
0.00000
0.08490
0.03897

1.958,600
('I,143.298)

0
327,291

35,173

0.00000
38.17076

0.00000
76.29351

0.00000
-38.12275

0.00000
-0.10445

37,B72,125
12,522,328
5D,394,453_ 0

37,872,125
12.522,32B
s0.as4.453

0
(1,307,957)
{1.307,957)

76a,3a9,87a 0 763,389,848

282,572,972
-a4,7as,oo4

110,668,577
29,496,669

282,572,972
(34,735,D04)
110.668.577

29,495,669

3a.1707e
0.00000
0.00000

38.17076

36.84700
o . 00000
o .ooooo

38.08435

1 . 32376
0 00000
0.00000
a.oss41

0.00363
0.00000
0.00000
0.00024

0 388.002213

_,J

388,002,213

1,151 .392.061 8<$<\M o 1,151,392,061

(6.130v189)

1 .025,740
o

o

7,079

1 ,oa2_819

(5,D97,370)

@6698
0538
(rt >C
(l`l)A

I a;
188%
2:1154

38.17076
38,17076
38.17076
38.17076
38.17076
38.1707s
38.17076
38.17075
38.17076

0.00000
0.00000

38.17076

14.48095 23.88981
212.50000 -174.32924

55.88928U1)-17.71852
28.55076

l 1174241 26.39652
29.54000 8.83076
10.54665 2752411

-24.08181 225257
110.331179e3?82.16041

0.00000 o.ooooo
0.00000 0,00000

3412000 3.45076

0.06490
-0.47761
-0.04854
0.07822
0.07232
0_02365
0.07568
0.17055

~0.19770
0.00000
0.00000
0.00945

287,820,209
25,074,490
32,520,715
38,507,056
21 ,324,598
72,730,213

5,268,300
7,652,343

45,785,066
4,575,722
8,671 ,858

180.146.748
710,077,118 E'<5Lu)h o

287,820,209
25.074_490
32,520,715
a8,507,056
21 ,324,598
72,730,213

5,268,300
7,S52.343

45,785,065
4,575,722
8,671 ,658

160,145,748
710,077.117

18,679,532
<11 ,975,827)
(1578.555)
3,012,022
1,542.195
1 .720,070

398.705
1.305.107

(9,051,708)
o
0

1.513.387
5.564.928

370,935,700 0.00000
0.00000
0.00000

090000
0.00000
0000000

0.00000
0.00000
0.00000

Tb 868) A 370,935.700

1, 8

0.00000
0.00000
0.00000

o
0
0
0

0
(5.5D5,458)

365,430,242 vbgaua) ( 0
(5.505,458)

365,430242

38.17076
38.17076

0.00000

wt)
59.05000 o -20.87924
64.92528 E -28.75450

000000 0.00000

-0.05720
-0.07330
o.ooooo

ear A
5

o 54499

172.125,000
27,729,000

(44_119,000)
155,735,000 0

172,125,000
27,129,000

(44.119.000)
155,735,000

(9,845,550)
(2.032,538)

0
(11 .s7a,08e)

(56)
es( A4324

wma1
38.17076
19.83548
19.83548

204.797 '-166.62657
40.20825 -20.37287
52 .10811 -32.27286

D

-0 .45651
-0.05582
-0.08842

121_esa,eo4 ?>-aW  i :
222,899,857
44,378,558

394,932,029 o

127,658,604
222,899,867

44,378.558
394,932,029

(5B,275,147)
(12,-142.271 )

(3,923.952)
(74,541 _370)

15156065 f f 9, 5 ¢»»¢175,232,969 175_232_959 38.17076 15.25411 -38.14352 -0.09902

1 FUEL FOR ELECTRIC GENERATION:
z COAL
a NATURAL GAS
4 GAS MTM AND FUTURES
5 HANDLING
6 FUEL OIL
7 NUCLEAR:
8 AMORTIZATION
9 SPENT FUEL

10 TOTAL NUCLEAR FUEL
11
12 TOTAL FUEL
13
14 PURCHASED POWER
t s POWER MTM
16 POWER SUPPLY ADJUSTER
17 TRANSMISSION BY OTHERS

18 TOTAL PURCHASED POWER & TRANSMISSION
19
20 TOTAL FUEL AND PURCHASED POWER
21
22 OTHER OPERATIONS & MAINTENANCE:
23 PAYROLL
24 INCENTNE
25 PENSION AND OPEB
26 EMPLOYEE BENEFITS
27 PAYROLL TAXES
28 MATERIALS & SUPPLIES
29 VEHICLE LEASE PAYMENTS
30 RENTS
31 PALO VERDE LEASE
32 PALO VERDE SIL GAIN AMORT
33 INSURANCE
as OTHER
35 TOTAL
36
37 DEPRECIATION & AMORTIZATION
ea AMORT OF ELECTRIC PLT ACQ ADJ
39 AMORT OF PROP LOSSES a REG STUDY COSTS
to TOTAL
41
42 INCOME TAXES:
43 CURRENT:
44 FEDERAL
45 STATE
46 DEFERRED
47 TOTAL
48
49 OTHER TAxEs:
50 PROPERTY TAXES
51 SALES TAXES
52 FRANCHISE TAXES
55 TOTAL
56
53 INTEREST EXPENSE
54
55 TOTAL 2.952,799,419 o 2,952,799,419

(17,351 .569)

(103,403,467) Q
ml

ToE>6C*)

JCL_WP11
Page 9 of 60

8-5699
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SCHEDULE B-5
Sheet 2 of 4

SOUTHWEST GAS CORPORATION
ARIZONA

LEAD-LAG STU DY
FOR THE TWELVE MONTHS ENDED APRIL 30, 2007

Line
No. Description [1 ]

(a)

Cost

(b)

Lag Days

(c)

Dollar Days

(d)

Line
No.

1
2
3
4

Cost of Gas [2]
Labor Cost
Provision for Uncollected Accounts
Other O & M Expenses

$ 540,064,385
117,038,570

2,977,729
54,826,860

42,30
12.33

120.00
8.40

22,842,405,297
1,443,650,156

357,327,523
460,689,209

1
2
3
4

5 Total O & M Expenses $ 714,907,545 35.12 25,104,072,186 5

6
7
8

Interest
Taxes Other Than Income Taxes
Income Taxes-Current

48,035,008
33,124,880
21 ,699,571

84.65
185.34

37.00

4,066,302,142
6,139,365,177

802,884,115

6
7
8

g $ 817,767,003 44.16 36,112,623,G19 g

10 365 10

11 $ 2,240,458 11

1212 39.53

13

Total Operating Expenses

Number of Days in Test Period

Average Daily Operating Expense

Lag in Receipt of Revenue

Net Difference Revenue-Expense Lag (4.53) 13

14 Cash Working Capital $ (10,379,937)
as, sh 1

14

[1] Supporting Workpapers B-5.
[2] Gas costs adjusted for present volumes and rates to synchronize with gas cost adjustment.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Linda Gutowski
Senior Rate Analyst

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-75

Does AzAWC pre-pay the affiliated Service Company for services provided by the
Service Company?

If not, explain fully why not. If so, please identify the basis for such
prepayment and identify and provide a copy of all documents relied upon.

Please identify for how many days, on average, the Service Company has
the use of AzAWC payments before the Service Company remits funds to
the ultimate payees. Include supporting calculations.

A: Yes.

a. Arizona American pays an estimate for the current month (based on the
actual for the prior month) plus a true up between what was paid as an
estimate in the prior month and the actual for the prior month. The
payment is done on the first Monday of the current month. So, there are 2
parts to each payment - a large part that is a prepayment for the current
month paid on the first Monday of the month and a true up to last month's
estimate, paid on the same date.

There is a lead of (11.25) days on average. Please see the revised
Management Fees lead/lag study. This revision will change the Cash
Working Capital by adding the following amounts:

Anthem Water $ 82,573

Sun City Water $107,618

Anthem / Agua Fria $108,950

Sun City Wastewater $ 66,536

Sun City West WW $ 56,300

a.

b.

b.

See the attached files RUCO 2-75 Mgmt Fee Rvsd Lead Lag.xls and
RUCO 2-75 sew CO bills 2008.pdf.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-76

Has the Commission approved any agreement between AZAWC and the affiliated
Service Company? If not, explain fully why not. If so, please identify and provide
a complete copy of such agreement. Include all amendments and changes thereto
since A2AWC's last rate case.

Please identify and describe in detail all steps that would be needed for the
Commission to modify the payment terms of the Service Company Service
Agreement.

Provide all Documents relied upon for your response.

Prior approval of an affiliate arrangement is not required in Arizona. The Company
has searched the Commission's decisions listing and has not been able to locate a
case decision in which either the Company requested approval of or such approval
was granted of the agreement between Arizona American and the Service
Company ("Agreement"). We believe neither has occurred, but we are not 100%
certain at this time whether or not the ACC has approved the Agreement because
the Company was providing utility services in Arizona for many years but only in
the Paradise Valley district and readily available decisions for the 1990's are not
complete.

The Commission has, however, reviewed and approved the costs incurred in
relation to the Service Company bill in numerous recent proceedings.

A copy of the 1989 Service Company Agreement is attached and labeled RUCO 2-
76 Service Company Agreement.pdf. The agreement has not been amended
since 1989.

a.

b.

a. This question should be directed at the Commission to answer. The
Company has not researched what steps the Commission would need to
take to attempt to unilaterally modify the payment terms as this may be
outside the scope of the Commission's authority. The Company is strongly
opposed to changing the agreement. For all practical purposes, the
agreements that are in use in all of the states in which American Water
provides regulated utility service are essentially identical and a number of
state PUC's have approved the agreement.
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The Service Company Agreement was provided herein and various recent
Commission decisions are provided in other responses or are available
publicly on the Commissions web site.
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1|\94 1

In

AGNEE1~IEN'r

Agreement dated January 1, 1989, between AMERICAN WATER WORKS

SERVICE COMPANY, INC. I a Delaware (hereinafter

"Service Company")I

corporation

and PARADI SE VALLEY WATER COMPANY I a Arizona

corporation (hereinafter "Water Company").

The background of this Agreement is that:

B o t h Service Company a n d  W a t e r  C o m p a n y are subsidiaries

Inc.o f American W a t e r W o r k s I a Delaware

2.

3 .

Company,

corporation (hereinafter "American").

Water* Company' has been. organized for and is presently

engaged in the business of providing potable water as a

public utility in the State of Arizona.

Service Company maintains an organization whose officers

and employees are f familiar with all facets of the water

utility business, inc lading the development , b u s i n e s s

and property of Water Company,

the efficient management, financing, a c c o u n t i n g a n d

and are experienced i n

operation of water uti l i ty propert ies and the extension

and improvement thereof. The off icers and employees of

Service Company are qualif ied to aid, ass ist and advise

Water Company in its business operations through the

services to be performed under this Agreement.

4. Service Company h a s provided administrative and

operating services t o W a t e r  C o m p a n y f o r m a n y  y e a r s , the

p a s t 17 y e a r s  p u r s u a n t  t o a n  a g r e e m e n t  d a t e d  J a n u a r y 1,

7
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Because Water Company is of the opinion that it

cannot obtain the same quality and diversif ication of

1971.

services on a comparable economic basis elsewhere,

proposes to enter into a new agreement w i th Service

Company more spec i f ica l ly  def in ing  the types  o f  serv ices

a va i l a b l e  t o  i t .

5. Service Company has entered or  proposes to enter i n t o

s im i la r t o this agreement with o t h e ragreements

a f f i l i a t e d w a t e r companies (hereina fter c o l l e c t i v e l y

6.

"Water Companies").

The serv ices  to  be rendered  under  th is  agreement  a re to

be rendered by Service Company to Water Companies at

their  cost  to Service Company,  as hereinafter  provided.

now, THEREFORE, i n consideration of the premises and mutual

agreements herein contained, the Water Company and Service Company

agree that-

ARTICLE 1. PERSONNEL AND SERVICES TO BE PROVIDED

1. 1 During the term of this agreement and upon the terms and

Service Company shal l provide

corporate guidance for Water Company. In addition to the guidance

provided by the officers and employees of Service Company through

the coordination of functional act ivi t ies f o r  a l l subsidiaries of

cond i t ions  here ina f ter set fo r th ,

American, and employees of Service Company shall

furnish and Water Company shall purchase from Service Company, the

the officers

following services: Administration, Communication,

Corporate Secretarial,

Accounting ,

Engineering, Financial , Human Resources,

..2_
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1

however I that

on its

I n fo rma t i on  Sys tems, Opera t i on , Ra tes  and  Revenue, R isk Management

and Water Q u a l i t y , together w i t h such o the r s e r v i c e s as Water

Company and S e r v i c e Company may agree; p r o v i d ed ,

Water Company may per fo rm the s e r v i c e w i t h i t s own p e r sonne l o r

engage a n o t h e r  c o m p a n y  o r  p e r s o n  t o  p r o v i d e t ho se s e r v i c e s

b e h a l f . S e r v i c e Company by mutua l consen t may engage another

Company or person to provide such services on its behalf.

1.2 Service Company sha l l off icers andemploy qualified

employees and those persons shall be available for election. by

Water Company to serve as officers of Water Company.

Without be1.3 l im i ta t i on , services t o provided by the

Service Company shall be rendered as follows

Accounting:A. Service Company shall a s s i s t i n the

p r ep a r a t i o n and imp l ementa t i on o f r e c o u n t i n g methods and p r o c e -

dures t o determine t h a t they conform f u l l y t o t h e r equ i r emen ts ,

o f governmenta l a u t h o r i t i e s

Water

rules and regulations having

financialjury sdic~ and r e v i e w

reports I

Company' s month l y

annua l r e p o r t s and o the r r e p o r t s t o s t o c k h o l d e r s and t o

I t s h a l l a d v i s e and a s s i s t i n t h eany governmenta l a u t h o r i t i e s .

establishment and maintenance of current r e c o r d keeping

andtechniques; review accounting procedures , methods and forms;

evaluate systems of internal control for receipt and disbursement

o f funds, m a t e r i a l s and and other a s s e t s . Service

When appropriate,

supplies,

Company shall maintain accounting records as required by Water

Service Company shal l cooperate and

independent

Company I

con sum t with Water Company' S cert i f ied public

accountants.

_3._
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Service Company shall assist in the preparation of operating

and construction budgets and monitor the control over such budgets

by comparing experienced costs to the projections.

Service Company shall prepare or assist in the preparation of

thefederal, state and local tax r e t u r n s for and t o extent

Company

employees av a i l a b l e to perform o r a s s i s t i n the performance o f

required by Water Company.

Admire strati on:B. Serv ice sha l l make qualified

Those employees shall keepWater Company's corporate a c t i v i t i e s .

themselves informed on a l l aspects o f Water Company' s operat ions

and s h a l l r egu l a r l y  v i s i t  Wate r  Company ' s f  f ac i l i t i e s . They s h a l l

make recommendations to Water Company fo r operat ing expenditures

and improvements o f proper ty , p l a n t andand for additions to

They keep economic, regulatory,

governmental and operat ional developments and condit ions that may

such

equipment. shall a b r e a s t o f

affect Water and advt se W a t e r of any

devel- opments

a n

Company; Company

and cond i t i ons t o the extent tha t they may be

important to Water Company. Serv i ce Company s h a l l p rov ide

i n t e r n a l a u d i t s t a f f f o r p e r i o d i c a u d i t s o f a c c o u n t s , records I

p o l i c i e s

thereon.

and procedures o f W a t e r Company and s u b  m i  t r e p o r t s

c . Communicate ons- Serv i ce Company shall recommend

p r o m o t e

c u s t o m e r s , c o m m u n i t i e s a n d t h e g e n e r a l p u b l i c a n d a s s i s t i n t h e

p r e p a r a t i o n o f c o m m u n i c a t i o n  m a t e r i a l s , ( i n c l u d i n g p r e s s r e l e a s e s ,

brochures, audio visual presentations and speeches) plant tours,

I

procedures t o s a t i s f a c t o r y r e l a t i o n s with employees,
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public exhibits and displays and other related services to inform

the public.

D. Corporate Secretarial: Service Company shall

maintain, i n such places and manner a s bymay be required

applicable law, documents of Water Company, such as minute books,

charters, by-1aws, contracts, deeds and other corporate records,

and shal l administer an orderly program of records retention.

or arrange for the maintenance of,shal l maintain,

stockholders o f Water arrange theCompany, prepare

preparation of stock certificates, perform duties relating to the

transfer o f stock and perform other corporate

functions required preparation

stoclduolder and director meetings and the minutes thereof .

a s including of notices of

Company may

preparation of documents and reports required by Water Company

such as deeds, easements, contracts, charters, franchises, t rus t

Service shall r e v i e w and assist the

indentures and regulatory reports and fil ings.

Enqineerinq: Service shall advise, and

provide engineering services to

Company

ass is t Water Company i n planning

for, operating, maintain ing and construct ing i ts  fac i l i t ies .

I t shal l conduct distribution

analyses and prepare or review maps,

reports and other pertinent data.

system surveys and hydraulic

charts, operating statistics,

It shal l assist Water Company in the proper maintenance and

protection of Water Company properties by periodic inspection of

its structures, tanks, reservoirs, dams, wells and electrical and

mechanical equipment.

..5_
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obtain engineering information and, when required, the preparation

of studies, reports, designs, drawings, cost estimates, specifi-

c a t i o n s , and contracts for the construction of additions to or

improvements of Water Company' s source of supply, treatment plant,

pumping stations, distribution system, and such other f abi l i t ies

Service Company shal l provide aas Water Company may request.

Materials Management Program arrange the purchase o f

equipment I materials, and supplies in volume o n a basis

advantageous to Water Company and a s s i s t  i n  t h e  e v a l u a t i o n  o f  n e w

and existing products and application procedures.

ServiceF- F i n a n c i a l : s h a l l a s s i s t in the

development and i mp l emen t a t i on o f

Company

f i nanc i ng  p rog rams f o r Water

Company, i n c l u d i n g  t h e fu rn i sh i n g o f advice from t ime to t i m e on

s e c u r i t i e s  ma r k e t  c on d i t i on s  a n d  th e  f or m a n d  t i mi n g  o f  f i n a n c i n g ;

a d v i s e  c o n c e r n i n g  a r r a ng e m e n t s f o r  t h e s a l e  o f  i t s s e c u r i t i e s ; and

a s s i s t the preparation necessary papers, documents I

d e c l a r a t i o n s

registration statements, prospectuses, petitions, applications and

reports to be f i l ed with,I t shall prepare and

reply to inquiries made by, security holders and bond and mortgage

t r u s t e e s .

Service Company shal l  assist  W ater  Company in cash management

i n c l u d i n g arrangements for bank credit lines, e s t a b l i s h m e n t o f

c o l l e c t i o n p o l i c i e s , and deve l opment of t empora ry i nvestment

programs .

Service Company shall provide assistance to Water Company in

the preparation of al l  f inancial  reports.
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H

Human Resources: Service Comp any shall assist i n

obtaining qualified personnel for Water Company; in establishing

appropriate rates of pay for those employees; and in negotiating

with bargaining units representing Water Company employees.

shall carry out training programs for the development of personnel

and advise and assist Water Company regarding personnel. I t  sha l l

also advise and assist Water Company in regard to group employee

and benefit plans and draftinginsurance I in the o rpension

revising of those plans when required.

apprised laws

controls to assure compliance.

of employment and

It will keep Water Company

anddevelop procedures

H- Information Systems: Service shall make

Those

Company

available to Water Company electronic data processing services.

include customer billingservices shall and accounting,

preparation of financial statements and other reports including

those required by Federal and State agencies.

operation;

i n the implementation of to promote the

efficient and economic Periodic

Service Company personnel

make recommendations for changes in rates, rules and regulations

Service Company shall develop and assist

operating procedures

operation of Water Company.

operational reviews will be performed by Service Company personnel

and any deviations from adopted procedures will be reported to

Water Company.

RatesJ. and Revenue: shall

and shall assist Water Company in the conduct of proceedings

before , and in its compliance with the rulings of, regulatory

These personnelbodies having jurisdiction over its operation.

..'7._
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Q u a l i t y :

Company t o comply w i t h

e s t a b l i s h

Company.

s e c u r i t y  p r o g r a m s  t o  a v o i d  o r  m i n i m i z e  r i s k  a n d  l o s s .

W ater

p ro ce d u re s ;

p ro c e e d in g s .

R i s k

R i s k  M a n a g e m e n t  P r o g r a m  t o  r e v i e w  t h e  e x p o s u r e s  t o  a c c i d e n t a l  l o s s

of the Water Company,

either through the purchase of insurance, self-insurance or other

techniques

evaluate

r i sk

o n

and the supporting documents and exhibits requested or required by

the Water Company and their respective regulatory commissions.

Service Company shal l also provide qual i f ied personnel to test i fy

Company' s behalf

shal l keep abreast of economic and regulatory developments and

conditions that may affect Water Company; and advise Water Company

of any such developments and conditions to the extent that they

may be important to Water Company. Rates and Revenue personnel

shal l assist i n the preparation of rate f i l i ngs or applications

insurance

Water

L.

K.

management

proposals

and

coverage .

I t shall

review

shall

Manaqement :

a t t a i n

claims;

for,

assi st i n the establishment of safety and

r e c o m m e n d  e f f i c i e n t  m e t h o d s o f  p r o t e c t i o n

water

standards of governmental

objectives

se t t lement

Service

shall

a s

and

and

Service

required

negotiate

arrange

also

Company

a t

Company

supervise

the

during

and

shal l

request

s h a l l

the

assi st

any

of
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purchase

investigation

assist

agencies

p r o v i d e

regulatory

the

o f

in,

Water

Water

Water

and

and

of

a

processes I publ ic agencies , developing

approaches and solutions to water quality problems, and providing

coordinating wt Rh

..8-
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»

technical assistance and general direction for Water Company

personnel

also provide

analyses as required by drinking water regulations,

analyses as required by Water Company.

shall laboratory services for programmed

and special

ARTICLE 11 - PAYMENT FOR SERVICES

2 .l In consideration for the services to be rendered by

Service Company as hereinabove provided, Water Company agrees to

pay to Service Company the cost thereof determined as provided in

this Artic le II and in Artic le III.

2.2 All c o s t s o f service rendered by Service Company

Waterpersonnel for W a t e r i n common wt Rh otherCompany

Companies shal l be charged to Water Company based on actual time

spent by those personnel  as reflected in their dai ly time sheets

or other mutually acceptable means of determination.

All costs of Service Company incurred in connection with2. 3

services rendered by Service Company which can be identi f ied and

related exclusively to Water Company, shal l  be charged directly to

Water Company.

2.4 A11 costs i n c u r r e d i n rendering services t o Water

Company in common with similar services to other Water Companies

which cannot be ident i f i ed and related exclusively to services

rendered to a particular Water Company, shal l be allocated among

all Water Companies so served, or, i n the case of costs incurred

with respect to services rendered to a particular group of Water
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Companies, among the members of such group., based on the number of

customers  served at  the immediate ly  preceding calendar  year  end.

2. 5 Cost for support personnel (secretaries, c l e r i c a l

c l e r k s , messengers, telephone operators , ma i l c l e r k s ,

and o ther i n c i d e n t a l support personnel o f the Service Company) as

w e l l as the cos t o f lease payments, deprec i a t i on , u t i l i t i e s and

o t h e r c o s t s a s s o c i a t e d w i t h l e a s i n g o f f i c e s p a c e a n d e q u i p m e n t b y

S e r v i c e C o m p a n y s h a l l b e a l l o c a t e d a m o n g t h e W a t e r C o m p a n i e s o n

t h e b a s i s o f t h e p r o p o r t i o n o f t h e a g g r e g a t e c o s t a l l o c a t e d  u n d e r

Sections 2.3 and 2.4.

personnel,

ARTICLE I11_ ALLOWANCE FOR OVERHEAD

3 1 I n determining the c o s t t o b e assessed by Service

Company for the rendering of  services to Water Company as herein

prov ided ,  t he re  sha l l  be  added t o  t he  sa l a r i es  o f  a l l  o f f i ce r s  and

employees for whose services charges are to be made, a percentage

s u f f i c i e n t t o c o v e r t h e g e n e r a l o v e r h e a d o f S e r v i c e C o m p a n y , a s

Such percentage s h a l l

b e c a l c u l a t e d e a c h m o n t h a n d s h a l l b e t h e r a t i o o f t h e t o t a l

defined below, proper ly  a l l o cab le  there to .

general overhead of the Service Company for the month to the total

sa l a r i e s  o f  the  emp loyees  fo r  whose se rv i c e  charges are to  be made

to the Water Companies. No genera l overhead o f Serv ice Company

s h a l l be added to cos ts i n cu r r ed f o r s e r v i c e s o f n o n - a f f i l i a t e d

consultants employed by Service Company.

The term "general overhead" shall include:3.2

(a) pension and insurance premiums paid for the benefi t of

Service Company employees ,

_10_
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(b) legal and other fees for rendered t o the

Service Company,

taxes,(c)

(d) other general o f f i c e suppl ies and other similar

(e)

expenses, and

interest on working cap ita l .

ARTICLE Iv. BILLING PROCEDURES AND BOOKS AND RECORDS

A s  s o o n  a s  p r a c t i c a b l e  a f t e r  t h e  l a s t  d a y  o f  e a c h  m o n t h ,

Se r v i c e Company s h a l l render a b i l l t o Water Company f o r a l l

amou n t s  du e  f r om  W a t e r  Compan y  f o r  s e r v i c e s  an d  e xpen se s  f o r  s u ch

month plus an amount equal to  the  es t ima ted  cos t  o f  such  se r v i ces

4.1

and expenses fo r the current month, computed pursuant t o

Su c h  b i l l s h a l l be i n s u f f i c i e n t  d e t a i l t oA r t i c l e s I I and I I I

show separately the charge fo r each c la s s of service rendered.

A l l amounts s o  b i l l e d sha l l r e f l e c t the c r ed i t for payments made

on the est imated por t ion of the p r i o r b i l l and sha l l be pa id  b y

Water  Company w ith in a  reasonab le t ime a f ter  receip t  o f  the b i l l

therefore.

Service Company agrees to keep i t s books and records

a v a i l a b l e  a t  a l l  t i m e s  f o r  i n s p e c t i o n  b y  r e p r e s e n t a t i v e s  o f  W a t e r

4. 2

Company or by regulatory bod ies having j u r i s d i c t i o n over Water

Company ,

4 3 S e r v i c e  Com pan y  s h a l l  a t  a n y  t i m e , u pon  r equ e s t  o f  W a t e r

Company, f u r n i s h  a n y  a n d  a l l  i n f o r m a t i o n  r e q u i r e d  b y  W a t e r  Com p a n y

w i t h the by Se rv i c er e s pe c t t o s e r v i c e s r en de r ed Comp any

..11._
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h e r e u n d e r  I the costs thereof, and the allocation of such costs

among Water Companies .

ARTICLE v. OTHER AGREEMENTS

It is understood by Water Company that Service Company

has entered or may enter into similar agreements with other Water

5.1

Companies

services are to be furnished.

that are af f i l i a ted with American to which simi lar

agreements

Service Company will not enter into

for other companies onservices

5 .2

to perform similar

t e r m s  m o r e f  a d o r a b l e  t h a n  t h o s e  p r o v i d e d  h e r e i n .

I t i s u n d e r s t o o d b y W a t e r C o m p a n y t h a t S e r v i c e C o m p a n y

h a s e n t e r e d o r m a y e n t e r i n t o a n a g r e e m e n t o r a g r e e m e n t s w i t h

A m e r i c a n a n d c e r t a i n o t h e r c o m p a n i e s n o t e n g a g e d i n t h e w a t e r o r

whichsewer service business t o limited services are t o b e

f u r n i s h e d ; W a t e r C o m p a n y c o n s e n t s t o s u c h a d d i t i o n a l a g r e e m e n t s ,

p r o v i d e d , h o w e v e r , t h a t n o p a r t o f t h e c o s t o f f u r n i s h i n g s u c h

s e r v i c e s  w i l l  b e  c h a r g e d  t o  W a t e r  C o m p a n y .

ARTICLE VI - TERM OF AGREEMENT

T h i s  a g r e e m e n t  s h a l l  b e c o m e  e f f e c t i v e  a s  o f  t h e  l a t e r  o f ( a )

t h e  d a t e  f i r s t  m e n t i o n e d  a b o v e  o r  ( b )  t h e  d a t e  t h e  p a r t i e s  r e c e i v e

t h e l a s t o f a n y n e c e s s a r y a p p r o v a l s o f g o v e r n m e n t a l r e g u l a t o r y

a g e n c i e s h a v i n g j u r i s d i c t i o n i n t h e p r e m i s e s , U p o n b e c o m i n g

e f f e c t i v e , t h i s  a g r e e m e n t s h a l l b e t h e  s o l e  a g r e e m e n t  b e t w e e n  t h e

written or oral, including the agreement

parties concerning the subject matter hereof and shal l supersede

a l l prior agreements,

dated January 1, 1971, which shall terminate on the date this

_12._
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agreement becomes e f f e c t i v e . This agreement sha l l continue in

f u l l f o r c e a n d e f f e c t u n t i l t e r m i n a t e d b y e i t h e r o f t h e p a r t i e s

hereto giving the other party hereto ninety day' s notice i n

wri t ing; prov ided,  however , tha t  th i s  agreement  sha l l  t e rm ina te  as

of the date Water Company or Service Company ceases to be an

affiliate of American.

I N WITNESS WHEREOF, Service Company and Water Company have

caused this agreement to be signed in their respective corporate

n a m e s by

impressed with their respective corporate seals attested by their

r e s p e c t i v e S e c r e t a r i e s o r  A s s i s t a n t S e c r e t a r i e s , a l l a s o f t h e d a y

t h e i r respec t i ve Presidents or Vice Presidents, and

and year f i r s t  above wr i t ten .

SERVICE
ATTEST :

AMERICAN WATER WORKS
COMPANY I INC »

'1--» .," -»»._

By .
P r e s i d e n t

.. I.17-,W, I 7_// 68{.4f~. 4"/

4
/ x  . f

ATTEST : PARADISE VALLEY WATER COMPANY

By
P r e s i d e n t

-13
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-48

Filing Information. As the Company discovers errors in its filing, identify such
errors and provide documentation to support any changes. Please update this
response as additional information becomes available.

As the Company or another party discovers errors and points them out, the
Company admits to such errors in discovery responses as well as automatically
incorporates them into its revised revenue requirement submitted as part of its
rebuttal testimony.

Rodney Moore of RUCO found errors in the calculation of the pro forma
adjustment for customer annualization for Anthem Water and he can easily provide
the corrections to RUCO's consultant. The corrections have been incorporated in
the Company's draft rebuttal schedules which will be submitted along with the
Company's rebuttal testimony. (We anticipate accepting RUCO's corrections
when their witness causes them to be included in RUCO's direct case presentation
currently scheduled for February 22, 2010).
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-40 Page 1 of 2

Rate Case Expense.

a. Please provide supporting documentation (e.g. invoices, quotes, etc.) for
each of the rate case expenses that totals the amount being requested by
the Company for the current rate case.

Please identify the test year and filing data in the Company's last five rate
cases.

Please provide the level of rate case expense incurred for the last five rate
cases broken down by payee or type of activity.

Please explain fully and in detail why the Company normalized rate case
expense over two years versus some other period .

Exhibit TMB-2 requests $678,425 in rate case expenses based on a budget
prepared by Mr. Broderick formulated relying on his knowledge of a number
of recent Arizona American rate cases and based on recent conversations
with external witnesses and counsel regarding the likely level of effort for
this case. To-date, $152,545.44 has been spent and accumulated in a
deferred account. (Please note Mr. Broderick has not yet reviewed the
recorded rate case expenses to-date for completeness.) As regards
invoices for legal expenses, please see response to RUCO 2-57. As
regards non-legal (e.g., consultant invoices) to-date, please find attached
invoices already received and paid. Overall, to-date, expenses are running
slightly under budget because the initial required public notice was sent as a
bill insert and not as a separately mailed letter. However, legal expenses
are expected to later be over budget. The Company always updates its rate
case expense budget later in the case, usually at hearing, for actual to-date
and remaining cost estimates.

COMPANY:

c.

d.

b.

a.

ARIZONA AMERICAN WATER COMPANY



District Filincl
Date

Test Year Finns Date Test
Year

Sun City Water 4/2/07 2006 11/22/02 & 12/13/02 2001

Sun City Wastewater 7/28/06 2005 11/22/02 & 12/13/02 2001

Sun City West Wastewater 7/28/06 2005 11/22/02 & 12/13/02 2001

Anthem Water 7/16/06 2005 11/22/02 & 12/13/02 2001

Anthem / Agua Fria
Wastewater

7/16/06 2005 11/22/02 & 12/13/02 2001
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DOCKET NO: W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address : 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, Az 85027

Company Response Number: RUCO 2-40 Page 2 of 2

The test year and filing dates since Arizona American has owned the
districts that are the subject of this proceeding are summarized below.

The rate case expenses for the last five rate cases except for the 2008 AZ
Rate Case (Docket 08-0227) are attached as "RUCO 2-40 (Docket 06-
0403)-AN-AF_WW.pdf", "RUCO 2-40 (Docket 06-0403)-AN_W.pdf" "RUCO
2-40 (Docket 07-0209)-SC_W.pdf", "RUCO 2-40 (Docket 06-0491)-
Scw_ww.pdf", "RUCO 2-40 (Docket 06-0491)-SC_WW.pdf", "RUCO 2-40
(Docket 06-0014)-MO_WW.pdf", and "RUCO 2-40 (Docket 06-0014)-
M0_W.pdf". The 2008 Rate Case expenses are being provided in
response to data request number RUCO 2-78.

c.

b.

d. The Company proposes to amortize rate case expense over three years -
not two years - based on prior precedent, even though it is well known that
the Company has been filing rate cases on a more frequent schedule and
has been unfairly forced to write-off unamortized prior case expenses as the
Commission has likewise not allowed pancaking of rate case expense.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix 85027

Company Response Number: RUCO 2-78 Page 1 of 2

Q: Rate case expense.

a. Please provide a detailed listing of all consultant fees and legal expense
from AzAWC's last rate case.

b. Please provide the Company's understanding of the amount of rate case
expense that was allowed by the Commission in its last three rate cases.

c. Please state fully AzAWC's understanding of the amount allowed for rate
case expense, by component, and the normalization or amortization period
applied by the Commission to each such component.

d. Please identify all other Arizona utility rate cases that AzAWC reviewed for
rate case expenses.

e. Provide all Documents relied upon for your response.

Arizona-American object to these requests to the extent they seeks documents or
information protected from discovery by the attorney-client privilege, the work-
product doctrine, or any other applicable privilege, immunity, or doctrine. Arizona-
American further objects to the extent these requests seek a legal conclusion.
Subject to and without waiving these objections, Arizona-American responds as
follows:

a. Arizona-American's last rate case was Docket Nos.W-01303A-08-0227 and
SW-01303A-08-0227. Attached as "RUCO 2-78a Rate Case Expenses
(08-0227).pdf" is a detailed listing of actual rate case expenses through
11/30/09. Since the expenditures exceeded the allowed amount, charges
incurred in December 2009 are not reflected .

b. Decision No. 71410, dated December 8, 2009 allowed $456,275 in a seven
district rate case. Decision No. 70372, dated June 13, 2008 allowed
$300,000 in a three district rate case. Decision No. 70351, dated May 16,
2008 allowed $94,264 in a one district rate case.

c. This sub-part is not clear, but is interpreted to seek more information
regarding sub-part b. The amortization period for Decisions 71410 and
70372 was three years and Decision 70351 was four years. The
Commission authorized a total rate case expense recovery and did not
specify in the order the sub-part component authorizations.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix 85027

Company Response Number: RUCO 2-78 Page 2 of 2

None. Arizona-American does not base its rate case expense requests on
any other Arizona utility.

d.

e. Decisions 71410, 70372 and 70372 were relied upon in this response and
are available including from the Commission's docket function .
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates & Regulation

Address: 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-6

Please provide a copy of all incentive compensation/bonus plans and provide the
level of related bonus payments included in the test year cost of service, and all
pro forma adjustments.

Please see the attached 2008 incentive plan brochure labeled RUCO 2-6 AlP 2008
Brochure.pdf. The incentive plan expense included in the test year is listed in the
table below. No pro forma adjustments were made to the test year expense.

AlP expense for Arizona American employees recorded to the Arizona Corporate
business unit was allocated as follows:

District
Sun City WW
Sun City West WW
Anthem /Agua Fria WW
Sun City Water
Anthem Water

Amount
$35,906
30,382
58,795
58,075
44,560
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THE 2008
ANNUAL INCENTIVE PLAN

REWAR IN
ACH EVEMENTx
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2008 American Water Annual Incentive Plan

The 2008 American Water Annual Incentive Plan (AlP) recognizes the opportunity and the
accountability we share for achieving our goals. Your accomplishments have helped to build
American Water's success to this point, and the AlP will reward you for the contribution you
make to the achievement of our 2008 goals.

Who is Eligible bi* #he 2008 AlP
American Water employees eligible to participate in the 2008 AlP include: (a) all full~time
management, professional and technical (exempt from overtime) employees, and (b) all full-
time employees who are in a position that is reclassified by American Water from exempt to
non-exempt status in 2008.

Eligible employees who join American Water on or before September 30"' of a plan year
- December 31) are also eligible to participate in the plan on a prorated basis.

Employees transferred from non-exempt to exempt status on or after September 301*1 are not
eligible in the transfer year.

(January 1

Individuals who do not meet their individual performance expectations will not be eligible to
receive an incentive award. The American Water Board, or its designee for these purposes,
reserves the right to determine whether incentives are payable to any individual or group of
individuals. The Board may withhold all incentive payments in certain circumstances.

Your A ward opportunity
All employees eligible for an award will receive written confirmation of their award opportunity
from their manager. Awards for all full-time management, professional and technical (exempt
from overtime) employees will be based on their salary as of December 31, 2008. Awards for
all full-time employees who are in a position that is reclassified by American Water from
exempt to non-exempt status in 2008 will be based on their salary as of April 1, 2008.

If you are promoted during the plan year to a position with a higher target level, your bonus
plan will be prorated to reflect participation at each award level. Similarly, if you are
reclassified to a position with a lower AlP award level, your bonus plan will be prorated to
reflect your participation at each award level.

G;\HR\COMMON.PS\WPFILES\AIP\2OD8\Finals\Brod\ure.Annual Incentive PIan.May2GoB.dcc
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What the Plan Measures
The AlP is designed to reward participants for the performance results they and the Company
attain during the plan year. There are three performance components: 'FinanciaI' (Corporate,
Divisional/Regional and State), 'Operational' and 'Individual'.

TheFinancialcomponent is based on Operating Income. The performance level will be
determined at the Corporate and Divisional/Regional/State levels. For 2008, more than
85% of the Operating Income target for the entire Company must be achieved before any
payment will be made on theCorporate financialcomponent of the Plan (although a
payment could be made on the Divisional/Regional/State financial component if the
Divisional/Regional/State operating income exceeds 85% of target). in addition, more
than 75% of the Corporate Operating Income target must be achieved before any
payment will be made onanycomponent of the Plan for the entire Company (including
DivisionallRegional/State financial, operational and individual components).

Operating Income- is defined as earnings before interest, taxes and other non-operating
expenses.

See Attachment A for the 2008 Target Level Achievement Schedule.

Your AlP letter will provide you with your Company component targets.

The Operationalcomponent is based on the following:

Environmental Compliance (NOV)

Environmental Compliance is measured by "Notice of Violation" (Nov) count defined as
the number of times an official notice is issued by a primacy agency for failure to comply
with a federal, state, or local environmental statute or regulation that is covered under the
scope of the American Water Environmental Management Policy.

Safety Performance

Safety performance will be measured on an OSHA Total Recordable Incident Rate
(ORIR) which is defined as the rate of total injuries requiring treatment beyond first aid per
200,000 hours worked. ORIR focuses on total injury reduction which by extension
improves Lost Work Day Case Rate (LWCR) and correlates more closely to workers
compensation claims and costs. LWCR will remain a personal performance goal for the
Operations and Operational Risk Management functions.

Customer Satisfaction

Customer Satisfaction is based on the results of the annual Customer Satisfaction Survey
(CSS) conducted in the fourth quarter each year through randomly selected customer
contacts in each State. This survey will ask our customers "Overall, how satisfied have
you been with (Company Name) in general during the past twelve months?" This has a

G1\HR\COMMONPs\WPFILES\AIP\2008\Finals\Brcd1ur8.MIwsI (ncenlive Pt8l"L'A3Y 2008.doc
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five-point response scale (Extremely Satisfied, Very Satisfied, Somewhat Satisfied,
Somewhat Dissatisfied, Very Dissatisfied).

Service Quality

Service Quality is based on the annual results of the Service Quality Surveys (SQS)
conducted throughout the year with customers having had recent contact with an AW
Customer Service (CSR) or Field Service (FSR) Representative. This survey will ask the
customer, "Overall, how satisfied were you with the outcome of your service contact?"
having a five point response scale (Extremely Satisfied, Very Satisfied, Somewhat
Satisfied, Somewhat Dissatisfied, Very Dissatisfied), is used to measure performance by
evaluating the response percentage total for the top two categories (extremely or very
satisfied),

Service Level

• Percentage of calls answered in the Customer Service Center within a certain
timeframe.

Quality Measures (Shared Services Center - SSC):

SSC Error Rate - Number of Financial Statements errors (Annual).
Reconciliations - Calendar Year Average of accounts beyond policy.
Timeliness of Processes - Annual percentage of processes conducted according to
schedule -Tax Filings, Financial Statements available for consolidation, External Audit
information submissions, days to image and process invoices, and Or com rate
changes.

Compliance (Shared Services Center - SSC):

•

External Audit Findings - Number of unrecorded differences and topside entries.
Internal Audit Findings - Number of instances of deviations from policy/procedures
during SOX testing.
External Filing Requirements - Annual Reports and Commission Reports completed by
established deadlines for SSC.

The Individual component includes Performance Targets as agreed by you and your
manager within the companywide standard performance management process.

Your AlP letter will provide you with your Company component targets.

H o w  Y o u r  A w a r d  i s  W e i g h t e d

Your award opportunity is based on two, three or four performance components (see pages 3
and 4), depending on your role. However, you could earn part of your award based on
individual, operational and divisional/regional/state financial components if Corporate

G1\HR\COMMON.PS\WPFN,ES\AIP\200B\Fir>als\Brochufe.Annua1 Incentive Plan.May2008.dOC

A



BUSINESS CENTER
2008

Level
Corporate
Financial

(30%)
Individual (1)

(70%)

Target
Opportunity

L5- L6 6.00% 14.00% 20%
LE 4.50% 10.50% 15%

L8- L9 3.00% 7.00% 10%
*L10-L14 1 .50% 3.50% 5%

Dlvlslon/REGlon/sTATE
2008

Level
Corporate
Financial

(30%)

Divisional/
Regionall

State
Financial

(10%)

Individual m
(30%)

Operational (2)
(30%)

Target
Opportunity

Financial Individual
OperalionaV
Divisional/
RegionaV
State
Financial

70%30%

LE_. LE 6.00% 2.00% 8.00% 6.00% 20%
L7 4.50% 1.50% 4.50% 4.50% 15%

L8- L9 3.00% 1 .00% 3.00% 3.00% 10%
*L10 - L14 1.50% 0.50% 1.50% 1.50% 5%
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Operating Income is more than 75%. If Corporate Operating Income is 75% or less, no
award will be paid on any component.

The portion of your award opportunity you can earn for each component is reflected in
weightings assigned to each, based on your role in the organization, as the following charts
show. The award has a target and a maximum opportunity.

• Exempt only

(1) This component is defined as Target Agreement or Performance Targets.

Exempt only

(1) This component is defined as Target Agreement or Performance Targets.
(2) This component is defined by Customer Service Center as: 34% Customer Satisfaction; 33% Service Quality, 33%

Service Level.

Note that award opportunities for all Business Center (Voorhees) roles will have a mix of
Financial and Individual measures, but no Operational component.

Your manager will discuss these with you and confirm in writing the performance measures,
weightings and target maximums that apply to you.
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SHARED SERVICES CENTER I CUSTOMER SERVICE CENTER
2008

Level
Corporate
Financial

(30%)
Individual (1)

(35%)
Operational (2)

(35%)

Target
Opportunity

Financial Individual/
Operational

7 0 %3 0 %

LE - LE 6.00% 7.00% 7.00% 20%
L7 4.50% 5.25% 5.25% t5%

L8- L9 3.00% 3.50% 3.50% 10%
*L10-L14 1.50% 1.75% 1.75% 5%
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* Exempt only

m

(2)
This component is defined as Target Agreement or Performance Targets.
50% of the Operational component is allocated to Customer SatisfactionlCustomer Service Quality.
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25%

25%

Performance Targets lo be
agreed on by AlP participant and
manager. Some individuals may
have an additional financial
component under their individual
component.

25%

-- 25%

American Water or Business Unit (e.g., Eastern Division, PA-
American, etc.) Objectives and Outcomes

Performance Management
Process

(Individual Performance Targets
aligned with the company

balanced scorecard)
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Mow the Weightings (Tome Together
Here is an example of how the performance components and their weightings come
together. As you can see, the measures within each component are also weighted.

EXAMPLE
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Upend tonal
DivisionaI/Regional/State Operational components are performance measures tied to the
American Water objectives. Each component percentage is as follows: Service Quality
(25%); Environmental Compliance (NOVs) (25%), Safety Performance (25%); Customer
Satisfaction (25%), and Shared Services and Customer Service operational components are
described in Attachments B 8= C.

Operational components are evaluated on a range from 0 to 120%.

Performance You Can Impact
We believe it is essential that you are accountable for, measured on and rewarded for
performance that you can directly impact or influence.

You and your manager have agreed on your individual performance targets. These targets
should relate back to the performance scorecard for your business unit, division/region/state
and should directly reflect your role.

Individual Performance
Individual performance will be assessed using American Water's Performance Management
and Development Review (PDR) process. The first section of the PDR form contains a
scorecard in which your individual Performance Targets will be documented. You and your
supervisor will jointly identify and agree to your individual Performance Targets and relative
weightings to be achieved during the year.

In overview, the PDR requires each individual to have 5 Performance Targets. The
Performance Targets should be specific and measurable and aligned with the Company
performance targets. Each target needs to be evaluated on a range of 0 to 120% according
to its importance relative to other targets. In this way excelling at your highest priority target,
which has the heaviest weighting, will drive a bigger award. At least one of the targets should
be linked to a personal development objective. At the beginning of 2009, a structured
performance review will be conducted to determine how well you performed against your
targets in 2008. It will be the Performance Scorecard Summary Rating for these 5
Performance Targets and NOT the "overall" performance rating that will be used for
AlP award purposes (see below).

Gz\HR\COMMON.PS\WPFILES\AlP\2008\Fir\aIs\BlOChUIe.ANWal Incomive plan.May 2008.dOC
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Performance (iafegory
Each participant in the AlP plan should have 5 performance targets. An assessment should
be made of performance against each target. Once evaluated, each individual performance
target rating will be added and averaged to determine an overall rating.

Example #1

Performance Target Rating (PT) AlP Performance Rating Weighting Subtotal

PT#1 (Meets Expectations) Target fullyachieved
PT#2 (Meets Expectations) Target largely achieved
PT#3 (Does Not Meet Expectations) Target not achieved
PT #4 (Progressing) Target partially achieved
PT #5 (Exceeds Expectations) Target exceeds expectations

Percentage
Amount
100 x
85 x
0 x

60 x
120 x

20%
20%
20%
20%
20%

20
17
O
12
24

Take each performance large! percentage amount and multiply it by its assigned weight. Add the subtotal numbers = 73
(Individual Weighting Factor) 73% would be used as the INDIVIDUAL weighting factor in the AlP plan.

Example #2

Performance Target Rating (PT) AlP Performance Rating Weighting Subtotal

PT#1 (Exceeds Expectations) Target exceeds expectations
PT#2 (Meets Expectations) Target largely achieved
PT#3 (Does Not Meet Expectations) Target not achieved
PT #4 (Progressing) Target partially achieved
PT #5 (Meets Expectations) Target fully achieved

Percentage
Amount
120 x
90 x
0 x

55 x
100 x

10%
20%
10%
20%
40%

12
18

0
11
40

81 would be the subtotal and 8t% would be used as the INDIVIDUAL weighting factor in the AlP plan.
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2008 Target Ra ring Scale
Ratinq Scale

Exceeds Expectations 101 -120%

Meets Expectations
Target Fully Achieved 100%
Tarqet Largely Achieved 75 - 99%

Progressing
Target Partially Achieved 25 - 74%

Does No! Meet Expectations 0%
Not Achieved

Too Soon to Rate 0%
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Performance ratings can range from 0% - 120%. The degree of percentage given will be
based on the super/isor's assessment of performance on the performance target. The
maximum payment you can receive under the Individual component is t20%. This would
only be awarded if an individual exceeded all 5 performance targets. This should be used
only in cases of exceptional and outstanding performance against a target. If an individual
received a "too soon to rate" or "does not meet expectations" on their performance scorecard
they would not be eligible for an AlP award.

How Your Payout is Determined
At the end of the year, the amount for each component is based on performance against
each goal within the component and its relative weighting. Here is a simplified way to think of
it.

(See example on page 11.)
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2008 AlP Payout Example

LE REGION EXAMPLE:

Target Opportunity is 10% with 30% Corporate Operating Income, 10% DIvisionalfRegionalIState Operating Income,

30% Operational and 30% Individual Components

Financial Pedogmarg

Corporate (Operating Income)

Achievement against financial target = 103.000% x 3.000% (Target) =3.090%

DivisionaVRegionaIIState (Operating Income)

Achievement against financial target = 101.000% x 1.000% (Target) =1.0t0%

Operational Performance

Achievement against operational targets = 97.95% x s.000% (Target) =2.989%

Individual Performance

Achievement against 5 Performance targets = 98.70% x 3.000% (Target) = 2.961 %

Total AlP payable is 3.090% (Corporate Operating Income) + 1.010% (DivisionaIIRegionalIState Operating
Income) + 2.939% (Operational) + 2.961% (Individual) is 10.00% of annual base salary of $65,000 or $6,500

Salary x
AlP

Target equals
Target
Payout

Maximum
Payout

$65,000 10% $6,500 $8,580

Corporate
Operating
Income
(30%)

Financial/4
.Qperatioliallf

Individual
(70%)f?

corporate
Operating

Income
=3%

DivlslunallReglonalIState
Operating Income

=1 .00%

Operational
Results
=3.00%

individual
performance

Targets
=3.00%

Target Target Target Target

$1,950 $650 $1,950 $1,950

Actual Actual Actual Actual

$2.009 $657 $1,910 $1,925

Maximum :
150%

Maximum :
150%

Maximum
120%

Maximum
120%

$2,925 $915 $2,340 $2,340
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Target 80/:uses
You will have received a letter which states your target bonus opportunity. Target bonus is
defined as the bonus paid at 100% for both financial and individual awards. This means
business plan is achieved for the financial and operational element, and the employee has
met his/her objectives for the individual element.

The maximum bonus you can receive is 150% of your Financial element (both Corporate and
DivisionaI/Regional/State), 120% of Operational and 120% of your Individual element.

Adjustments for Uncorrtrollable Events
The financial data included in the appendices has been prepared on the basis of the business
plans agreed in 2008, using the assumptions set at that time. As in previous years, the
actual results used for assessment may be amended to reflect the impact of events that are
not considered to be within the control of local management. Any such amendments will
require the explicit approval of the Chief Executive Officer and the Chief Financial Officer,
and if material, the Board, whose decision will be final. The following items are those most
likely to be considered for amendment:

Weather conditions having a material impact on the financial results
The impact of movements in foreign exchange rates
Disposal/acquisition of businesses not anticipated in the business plan, but
subsequently mandated by the Board of Directors
Goodwill impairments
Costs related to the public offering

A ward Payments
To be eligible to receive an AlP award, you must be actively employed on the date the
payment is made. However, in case of disability, retirement, layoff or death during the plan
year, a prorated award based on participation in the plan may be payable. Employees who
resign or are terminated for cause at any time prior to payment are not eligible.

Awards are usually determined and paid in cash as soon as possible after the release of
financial results. Awards are paid by March 15"' of the following year. Awards are subject to
all federal, state and local income tax withholdings.

If you become eligible to join the AlP during a plan year, any payout for that year will be
prorated to reflect your participation in the plan.

The American Water Board, or its designee for these purposes, reserves the right to
determine whether incentives are payable to any individual or group of individuals. The
Board may withhold all incentive payments in certain circumstances, such as failing to reach
minimum financial goals. Individuals who do not meet their individual performance
expectations will not be eligible to receive an incentive award.

G:\HR\COMMON.PS\WPFILES\AIP\200B\Finals\Brod1uro.Annual incentive Plan.may2D08.doc
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This brochure describes the 2008 American Water Annual incentive Plan. The American Water Board or its
Designee, whose decisions will be final and binding, will determine interpretations of the Plan. The Company
reserves the right to amend, modify, or discontinue the Plan during the plan year or at any time in the future.
Participation in the Plan does not convey any commitment to ongoing employment. If there are any
differences between the information contained here and the Plan Document, the Plan Documents will govern.
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Re warding Alfie vemenf
Our AlP goals are challenging, but with your focus and contribution and effective teamwork,
they can be achieved. Remember, your individual results do matter, our overall performance
is the collective results of all our employees.

It is important that you clearly understand your goals, how we are performing against the
goals, and how the AlP works so you know how you personally affect our performance. Be
sure to talk to your manager or your local HR representative if you have questions.

c;\HR\co».4mon.ps\wpFILEsv\lp\2oos\Finals\s!¢alure.Annua1 Incentive Plan.May 2008.doc
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A ftachiwefri A

company bonus 2008 for American Water will be based on
(Qperafing Income. If the Uperating Income results are met, the
award payout will be based on the following:

Bonus payout curve: Range between 0% and 150%
% of Operating %

Income Achieved Payout
115% 150%
112% 140%
109% 130%
106% 120%
103% 110%
100% * 100%
97% 80%
94% 60%
91% 40%
88% 20%
85% 0%

* Business Plan Operating Income

Operating Income is defined as earnings before interest taxes and other non-operating
expenses.
Operating Income.

The bonus payout curve applies to Corporate, Divisional/Regional and State

GI\HR\COMMON.PS\WPFILES\AIP\2008\Finals\BrOGhUle.AnnUBl Incentive Plan.May 2008.dOC
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Attachment 8

2008 AlP w8wATa@nAn,. MEASMRES Hz, TA¥~k(5E'8'4.'§

H-Erlviranmentai Compliance

For determining the Environmental Compliance AlP component, American Water will count Notices of
Violation for which the Company is responsible as described in the Environmental Non-Compliance
reporting Practice. Target allocation of NOV's is as follows: Eastern Division - 8, Western Division - 8,
AWE - 4. AW Corporate holds 1 NOV in resume for a total AW target of 21. For award, if the AW total
is at or below the total target of 21 the AlP is awarded to all based on the AW total result. If the total
AW target is exceeded the AlP will be evaluated and awarded by the individual Division and AWE
target allocations.

Environmental Compliance Award Scale

Award% of Target
s 50%

75%

100%
110%
120%

>_ 130%

120%
110%

100%

70%
30%

0%
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ORIR Tarqets for 2008

Business Unit 2007 Actual oRIg 2008 AlP Target
AWE 5.61 5;33
AWM 4.07 3.87
Milita 6.67 6.34
NE Canadian O&M 4.88 4.62

AWE Total. 5.24 4.98
Kentucky 6;06 5.78
New Jersey 10;38 9.88
Pennsylvania 8.62 8.19
West Virginia 5;8 5.51

Ll, MD, TN, VA Consolidated 6.7 6.37
Eastern Total 8.09 7.69

Illinois 10.59 10.06
Indiana 10.2 9.69
Missouri 11.63 11.05

Arizona 9.11 8.65
California 11.29 10.73
IA, ml, OH, HI, NM, TX
Consolidated 7.8t 7.42

Western Total 9.68 9.20

American Water Total 7.11 6.75
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A fiachlswent 8

Safety Performance

For the OSHA Total Recordable Incident Rate (ORIR), year over year reduction targets are as follows:
2008 - 5%, 2009 - 10%, 2010 - 10%. Performance will be evaluated individually for New Jersey,
Pennsylvania, West Virginia, Kentucky, Illinois, Indiana, Missouri, Arizona, California, AWE Contract
Operations, AWE Military Services, AWM, and AWE Canada. Performance evaluations will also be
made for the following smaller State groupings: 1. Long Island Water Company, Tennessee, Maryland
and Virginia (Eastern Division), 2. Ohio, Iowa, Michigan, Texas, New Mexico and Hawaii (Western
Division).

Safety Performance Award Scale

Result.
> 20% Reduction from YE 2007
> 10% Reduction from YE 2007
>= 5% Reduction from YE 2007
> 2.5% Reduction from YE 2007
< 2.5% reduction from YE 2007
increase from YE 2007

Award

120%

110%

100%

70%

30%

0%
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Attachment 8
Customer Satisfaction

This operational metric measures through a survey the following question, "Overall, how satisfied
have you been with (Company Name) in general during the past twelve months", which has a five-
point response scale (Extremely Satisfied, Very Satisfied, Somewhat Satisfied, Somewhat
Dissatisfied, Very Dissatisfied), response percentages within the top two categories (extremely and
very satisfied) are indicative of customer satisfaction levels associated with brand/product/service
loyalty and advocacy. Focusing attention in this area will drive both this and overall satisfaction in a
positive direction. For 2008 a challenging goal of 70% has been set for customer satisfaction in the
top two response categories. Individual State targets will be used except for smaller States who
historically have small sample sizes making results somewhat erratic. These States will be grouped
by management team structure as follows: MD will be grouped with VA, MI with IN, Hl and NM with
As, and TX with Mo.

Note: The top three response category % for this measure (extremely, very & somewhat satisfied) is
also a meaningful measure for overall customer satisfaction and correlates to the former AlP metric
and goal of 95% for survey question, "Overall, how satisfied are you with the service or services
offered by (Company Name)?". While not an AlP metric for 2008, the existing overall customer
satisfaction goal of 95% remains as a performance target from the COO and is to be cascaded
throughout AW as personal performance targets.

Customer Satisfaction Award Scale

% Achieved
s 65%

66%

67%
68%

69%

70%

Award
0%

10%

20%

40%

80%

100%

71%
2 72%

110%
120%
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Service Quality Satisfaction - 2008 Targets
State 2007 Result Target
New Jersey

New York
West Virginia

Kentucky
Tennessee

Pennsylvania
Virginia/Maryland
Indiana Michigan

Ohio
Illinois

lowa
Missouri/Texas

California
New Mexico

Arizona/Hawaii

78
71
80
87
84
84
87
86
85
80
86
84
83
89
84

80
80
80
85
84
84
85
85
85
80
85
84
83
85
84

American Water 83

Target Between 80% 8¢ 84%
Award % point change

from 2007

3%
2%
0%
-1%
-2%
_3%

120%
110%
100%
70%
30%
0%
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A ffachment 8
Service Quality

The AW goal is to achieve "world class" status of performance system-wide within the next three
years (market survey professionals indicate achieving 85% is approaching "world class" status). For
2008, targets will be based on actual 2007 performance levels as follows. For Companies not
achieving the 2007 goal of 80%, 2008 is a performance improvement year with the target remaining at
80%. For Companies achieving 80% or better in 2007, 2008 targets are your 2007 final result with a
target cap of 85%. These Companies will use a graduated incentive payout scale shown below.
individual State targets will be used except for smaller States who historically have small sample sizes
making results somewhat erratic. These States will be grouped by management team structure as
follows. MD will be grouped with VA, Ml with IN, Hl with AZ, and TX with MO.

Service Qualitv Award Scale
2007 Result < 80% Target = 85%
Award % Achieved Award Actual %

Achieved

120%
110%
100%
70%
30%
0%

z 83%
82%
80%
79%
78%
77%

120%
110%
100%
70%
30%
0%

87%
86%
85%
83%
82%
81 ° />
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Afiachment 8

Operational Parameters for 2008 AlP - Payout Scale and
Relative Weighting - Customer Service Centers

I. Relative Weighting

34%

ll. Payout Scales

33% 33%

CUSTOMER
SATISFACTION SERVICE QUALITY

%
Achieved Payout (%)

See Page 18

SERVICE
LEVEL

% Achieved Payout (%)

See Page 17

% Achieved

< 72%

72% _ <80%

80%
>80% - <84%

84% - < 88%
86%

Payout (%)

0%

75%

100%

105%
110%

120%
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A ftachm en t I

Gperational Parameters for 2008 AlP - Payout Scale
and Relative Weighting -~ Shared Services Center

45%

I. Relative Weighting

55%

ll. Payout Scales

QUALITY COMPLIANCE

% Achieved *

<75%

75%
80%

85%
90%

95%
100%

Payout (%)

0%

25%
50%

75%

100%

110%
120%

% Achieved *

<75%
75%

80%

85%

90%
95%

100%

Payout (%)
0%

25%
50%

75%
100%

110%
120%

* If the percentage achieved is between the range parameters of the scale, the payout
percentage will be derived from the actual percentage achieved. For example, if the
percentage achieved is 88%, the payout percentage will be 90%.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 3-2

Achievement Incentive Pay (AlP). Refer to the direct testimony of Company
witness Paul G. Towsley at page 13. Please provide a breakout, by amount and
account, of the test year AlP expense of $475,900 between each of the two water
and three wastewater districts that are included in the Company's filing.

The amount of the test year Arizona American employees' AlP expense of
$475,900 allocated to each of the districts in this case are shown below. The
expense was recorded in Account 501711 .

District
Anthem Water
Sun City Water
Anthem /Agua Fria WW
Sun City Wastewater
Sun City West Wastewater

Annual Expense
$44,560
58,075
58,795
35,906
30,382
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COMPANY:
DOCKET NO:

ARIZCNA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by: Miles H. Kiser

Title: Rate Analyst

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 6-1

Payroll/Incentive Pay. Refer to the responses to RUCO 2-6, RUCO 2-87, RUCO
3-2, Schedule C-2, Adjustment No. SLH-1 for all five districts, Company workpaper
"Al 08" for each district and the tables below. RUCO 2-6 requested the following:

"Please provide a copy of all incentive compensation/bonus plans and
provide the level of related bonus payments included in test year cost of
sen/ice, and all pro forma adjustments." Emphasis supplied

In response to RUCO 2-6, the Company provided a copy of its 2008 incentive plan,
the amounts shown in column B of the table below and also stated the following:
"No pro forma ac#ustments were made to the test year expense."

Please confirm that the amounts listed in the Company's responses to
RUCO 2-6 and RUCO 3-2 are just the "corporate allocation amounts from
Account 501711 and that AAWC has included in its request, amounts which
include "12/31/2008 recorded" plus the "corporate allocation" amounts in
Account 501711, which are shown in columns A, B and C.

Incentive Plan Expense Requested by AAWC: Account 501711

Per

12/31/08 Corporate 12/31/08 RUCO 2-6 &

Recorded Allocation Actual RUCO 3-2 Difference

(A) (B) (C ) (D) (E)

Anthem Water s 3,496 s 44,560 $ 48,056 s 44,560 $ 3,496

Sun City Water s 4,224 s 58,075 $ 62,299 $ 58,075 $ 4,224

Anthem/Aqua Fria Wastewater $ - $ 58,795 $ 58,795 $ 58,795 $ -

Sun City Wastewater $ 35,906 $ 35,906 $ 35,906 $ .

Sun city West Wastewater $ 17,753 $ 30,382 $ 48,135 $ 30,382 s 17,753

Total  $ 25,473 $ 227,718 $ 253,191 $ 227,718 $ 25,473

Distnct

Please explain fully and in detail why the amounts totaling $25,473 were not
included in AAWC's responses to RUCO 2-6 and RUCO 3-2 as amounts
that AAWC included in the test year including pro forma adjustments.

Q.

a.

b.

(a) Confirmed. The amounts listed in the Company's responses to RUCO
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2-6 and RUCO 3-2 are just the "corporate allocation" amounts from Account
501711. There are district-level amounts from Account 501711 that are
also included as part of the Company's request. The district-level amounts
match the ones listed in column (A) in the table presented above.

(b) It was an unintentional oversight. The Company did not realize that there
were Incentive Plan costs being booked at the district level. Please see
Company response to RUCO 6-3.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Paul Towsley
President

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-25
Q: Stock-Based Compensation.

List, by amount and account, all stock-based compensation expense charged to the
Company during the test year, including but not limited to executive stock options,
performance share awards, accruals made pursuant to SFAS 123R and any other
stock-based compensation awards that resulted in cost being charged to the Company
during the test year.

Please provide a description of each distinct stock-based compensation program that
resulted in charges to the Company during the test year.

List, by amount and account, all stock-based compensation expense in the Company's
cost of service for the test year with pro forma adjustments, including but not limited to
executive stock options, performance share awards, accruals made pursuant to SFAS
123R and any other stock-based compensation awards that are projected to be
charged to the Company during the test year.

Please provide a description of each distinct stock-based compensation program that is
projected to be included in the charges to the Company during the test year.

A:
a. Account Number

501716
501717
501718

Description Amount
Comp - Stock options $36,693
Comp -- Restricted Stock 28,834
Comp - Restricted Stock Units 4,046

The plan provides for grants of Non Qualified Stock Options, Company Stock and Stock
Unitsl which may have certain restrictions placed upon them. All such grants of stock
based compensation are subject to terms and conditions of a Grant Agreement which may
include performance requirements or other requirements.

c. Please see response to part a) as actual amounts had no pro forma adjustments.

d. Please see part b.

1 A Stock Unit means an award of a phantom unit representing a share of Company stock.

b.

C.

d.

a.

b.



Account Description Sewlce Co. Portion AAWC Non-Affiliate Portion Test Year Total

501716 Comp - Stock Options $ 36,893 $ 41 ,909 $ 78,602

501717 Comp - Restricted Stock $ 28,834 $ 103,974 $ 132,808

501718 Comp - Restricted Stock Units 4,046$ 43,232$ $ 47,278

$ 258,688
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by: Miles H. Kiger

Title: Rate Analyst

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 6-3

Stock-Based Compensation. Refer to the response to RUCO 2-25, Company
workpaper "08 A of I-AZ Corp Summary w/ Proformas Distributed to Distri" and the
table below. The response to RUCO 2-25 indicated that for Account No. 501717 -
Comp-Restricted Stock, the Company recorded a test year amount of $28,834.
However, as shown in the table below, the referenced Company workpaper
indicated that AAWC recorded a total of $49,751 for the districts that are the
subject of this proceeding. Please explain and reconcile this discrepancy. Identify,
quantify and explain each reconciling item.

501717 16 Comp Exp-Restricted Std

Anthem Sun City

Water Water

$ 9,735 $ 12,688 $

Anthem/Aqua Sun City

Fda Wastewater Wastewater

12,845 $ 7,845 $

Sun City West

Wastewater Total

6,638 $ 49,751

In the Company's response to RUCO 2-25 the Company accidentally provided
only the Service Company portion of stock-based compensation. However, in
addition, the Company made a mistake in its statement of stock based
compensation for the test year due to an accounting error in the test year. Some
stock based compensation was erroneously booked to an AAWC district (instead
of the Corporate account) in the test year which is not a part of this case.

The following table breaks down all stock-based compensation in test-year,
including the Service Company portion.

Table 1.

Q.

I

The next table breaks down the portion of stock-based compensation allocated to
the districts in the test year.

I



District 4 Factor Percentage Portion of Stock Based Comp

Anthem Water 9,363% $ 24,222

Sun City Water 12.203% $ 31,568

Anthem/Agua Fria Wastewater 12.354% $ 31,959

Sun City Wastewater 7.545% $ 19,517

Sun City West Wastewater 6,384% $ 16,515

47.850% $ 123,782
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Table 2.

The referenced amount of $28,834 in the question above relates to the Service
Company portion of Restricted Stock (as can be seen in Table 1) and the.
referenced amount of $49,751 relates to the allocated portion of Restricted Stock
from Non-Affiliates (47.85% of $103,974, from Table 1).

Thus for Comp - Stock Options the Company had $37,611 in expense (47.85% of
$78,602). Similarly for Comp - Restricted Stock, and Comp - Restricted Stock
Units, the Company had $63,548 and $22,623 in expense, respectively. These
amounts include the Service Company portion of stock-based compensation.

Because the Company did not include any allocation of AAWC non-affiliate Comp
- Stock Options or Comp - Restricted Stock Units in its filing request (due to the
aforementioned accounting error), it will update its case consistent with these
changes in its rebuttal testimony.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-52

Pension Expense. Please reconcile the amount of pension expense in the test
year to the most recent actuarial reports concerning the determination of the net
periodic benefit cost for each pension plan in which the Company employees
participate. Identify, quantify and explain each reconciling item.

The pension expense in the test year is based upon the funding requirement for
the upcoming year based upon the actuarial report of Towers Perrin. See
response to data request number RUCO 2-96 for explanations. A copyof the Plan
is attached as RUCO 2-52 - AW 2009 Pension Qualified Plan Report.pdf.
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American Water Works Company, Ire.

Pension Plan

Actuarial Valuation Report

Pension Cost for Fiscal Year Ending December 31, 2009

Employer Contributions for Plan Year Beginning July 1, 2008

March 2009

This report is confidential and intended solely for the information and benefit of the immediate recipient thereof. It may not be distributed to
a third party unless expressly allowed under the "Actuarial Certification, Reliances and Distribution" section herein.
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MS-1

Financial Results

This report summarizes financial results for American Water Works Company, Inc. ("American Water"
or AW") Pension Plan based on actuarial valuations as of January 1, 2009 and January 1, 2008 for
determination of pension accounting cost, and valuations as of July 1, 2008 and July 1, 2007 for
determination of plan contributions.

FAS 87 Pension Cost(1> January 1, 2009 January 1, 2008
Amount $ 81,116,478 $ 39,625,996

FAS 87 Funded Position
Accumulated benefit obligation [ABO]

Projected benefit obligation [PBO]

Fair value of assets [F\/]

Overfunded (underfunded) PBO

PBO funded percentage [FV + PBO]

$ 866,421,615
993,097,131
513,283,024

(479,814,107)
51.7%

$ 772,542,892
893,123,743
627,988,678

(255,135,065)
70.3%

Employer Contributions July 1, zoom July 1, 2007
Minimum funding requirement

Remaining cash requirement (assuming
sponsor elects full use of available credit
balance)

Maximum deductible contribution(2)

$ 64,177,894 $ 75,996,105

64,177,894

737,279,013

75,996,105
673,880,639

ERISA Funded Position
$ 812,174,413

634,664,895
631 ,285,122
180,889,291

$ 801 ,432,166(4>

591 ,972,484

N/A

N/A

Funding target [FT]

Actuarial value of assets [AVA]

Net actuarial value of assets [NAVA](° `)

Funding shortfall/(excess assets) [FT - NAVA]

Actuarial value of asset as a percentage
of funding target
Funding target attainment percentage

78.1%

77.7%

73.9%(4>

N/A

(1) All FAS 87 results shown in this report were prepared before application of purchase accounting
due to the sale of American Water to RWE.

(2) Estimated amount, pending issuance of Treasury/IRS guidance.

(3) Net actuarial value of assets is equal to the actuarial value of assets less the Plan's total credit
balance.

(4) Results for 2008 are based on the plan's current liability.

American Water Works Company, Inc. Pension Plan, March 2009
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MS-2

FAS 87 Pension Cost and Funded Position

Pension cost is the amount recognized in AW's financial statement as the cost of the pension plan and is
determined in accordance with Financial Accounting Standard No. 87. The Fiscal 2009 pension cost for
the plan is $81 ,l16,478, or 26. 1% of covered pay.

Under FAS 87, as amended by FAS 158, the projected benefit obligation (PBO) funded status of each
pension plan at the plan's measurement date is required to be reported as an asset (for overfunded plans)
or a liability (for underfunded plans). The PBO is the actuarial present value of benefits attributed to
service rendered prior to the measurement date, measured using expected future pay increases for pay-
related plans. The plan's underfunded PBO as of January 1, 2009 was $479.8 million, based on the fair
value of plan assets of $513.3 million and a PBO of $993.1 million.

Fiscal year-end financial reporting and disclosures are prepared before detailed participant data and the
full valuation results are available. Therefore, the December 31, 2008 postretirement benefit asset
(liability) was derived from the July 1, 2008 valuation results. The 2009 financial reporting infonnation
will be developed based on the results of the July 1, 2008 valuation, rolled forward to the end of 2008
and adjusted for the year-end discount rate and asset values, as well as significant changes in plan
provisions and participant population.

Change in Pension Cost and Overfunded (Underfunded) PBO

The pension cost increased from $39,625,996 in fiscal 2008 to $81,116,478 in fiscal 2009 and the
underfunded PBO increased from $(265,135,065) on January 1, 2008 to $(479,814,107), as set forth
below:

Pension Cost
Funded

Position

$ 39,625,996 $ (265,135,065)

(2,982,015) 42,493,168

Prior year

Change due to:

> Expected based on prior valuation

> Loss (gain) from no investment
experience

> Loss (gain) from asset experience

> Assumption changes

> Plan amendments

Current year

1,762,793

37,809,962

4,899,742

0

$ 81 ,116,478

(t6,002,728)

(209,099,734)

(32,069,748)
0

$ (479,814,107)

American Water Works, Pension Plan,March 2009



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 71 of 121

MS-3

Significant reasons for these changes include the following:

> The return on the fair value of plan assets since the prior measurement date was less than expected,
which increased the underfunded PBO and increased pension cost.

> The assumed rate of future salary increases was lowered by 25 basis points, which decreased pension
cost and decreased the underfunded PBO.

> The overtime assumption for union participants and nonunion, nonexempt participants was
increased, which increased the underfunded PBO and decreased pension cost.

> The discount rate for benefit obligations was changed Hom6.27% to 6. 12%, which increased
pension cost and increased underfunded PBO.

> Minor losses from what was assumed for plan demographics occurred, which increased pension cost
and increased underfunded PBO.

American Water Works Company, Inc. Pension Plan, March 2009
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MS-4

History of Pension Cost

The following chart shows the history of the plan's pension cost.

History of Pension Cost

-J

History of Pension Cost

Discount
rate

Fiscal
year

2009*

2008*

2007*

2006

2005

Amount

$ 81 ,116,478

39,625,996

38,968,697

40,327,960

36,845,672

-Pension cost -

Percent of
covered pay

26.1 %

13.4

13.5

16.7

15.5

6.12%

6.27

5.90

5.65

6.00

* All values on or after 2007 reflect the merger of Elizabethtown Water Company Pension
Plan as of December 31, 2006.

American Water Works, PensionPlan, March 2009
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MS-5

Employer Contributions and ERISA Funded Position

Under the Pension Protection Act of 2006 (PPA), the funded position is measured by comparing the
actuarial value of assets, reduced by the plan's credit balance, with the finding target. The amount by
which the funding target exceeds the net actuarial value of assets is the plan's funding shortfall. If the
net actuarial value of assets exceeds the funding target, the difference is the plan's excess assets. The
actuarial value of assets is an average of the fair market value over a three-month period, adjusted for
contributions and disbursements. The funding target is the present value of benefits accrued or earned as
of the valuation date. The target normal cost is the present value ofbenetits expected to be earned during
the plan year. Plans that do not meet certain funded status criteria are considered to be at-risk and are
required to use specific actuarial assumptions, and in some cases additional loads, that will generally
increase the funding target and target normal cost.

The plan's funding shortfall is $180,889,291 as of July 1, 2008. The plan's actuarial value of assets,
including the credit balance, is 78. 1% of the funding target as of July 1, 2008. This percentage is based
on an actuarial value of assets of $634,664,895 and a funding target of $812,174,413.

The minimum funding requirement under the PPA is generally equal to the target normal cost plus
amortization of the plan's funding shortfall and any funding waivers. For overfunded plans, the
minimum funding requirement is reduced by the amount of the plan's excess assets. The minimum
funding requirement for 2008 is $64,177,894, or 20.6% of covered pay.

Plan sponsors that have in the past contributed more than the minimum may have a credit balance.
Sponsors can elect to apply the plan's credit balance to offset the minimum funding requirement if
certain other requirements are met.

Because the plan does not meet these requirements, the plan's credit balance of $3,379,773 as of July 1,
2008 may not be used to offset the minimum funding requirement during this plan year. The credit
balance may, by plan sponsor election on or before June 30, 2009, be forfeited or, alternatively, called
forward and potentially used in future years.

The maximum deductible contribution under the PPA is generally equal to 150% of the funding target,
plus the target normal cost, plus an allowance for future pay or benefit increases, less the actuarial value
of assets. For plans that are not at-risk, the deductible limit will not be less than the unfunded funding
target plus the target normal cost, both determined as if the plan were at-risk. For all plans, the
deductible limit will not be less than the minimum funding requirement. Pending issuance of
Treasury/IRS guidance, the estimated maximum deductible contribution for the plan is $737,279,013

Timing of Contributions

If a plan has a funding shortfall for the current plan year, quarterly conMbutions will be required in the
following plan year. Because the plan has a funding shortfall, quarterly contributions for the 2008 plan
year are required. The required amount is $l4,440,026, due on or before each of October 15, 2008,
January 15, 2009, April 15, 2009, and July 15, 2009.

American Water Works Company, Inc. Pension Plan, March 2009
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MS-6

Funding Policy

American Water's funding policy is to contribute an amount equal to the minimum required contribution
under ERISA. American Water may increase its contribution above the minimum if appropriate to its
tax and cash position and the plan's funded position. American Water makes plan contributions each
plan year in four installments, one in August, one in November, one in February, and one in May,
which, in total, suffice to cover the minimum funding requirement for the plan year, and, individually,
suffice to cover the quarterly requirements in October, January, April, and July respectively of each plan
year.

Plan year contributions were made in the amounts of $ l5,000,000 during August of 2008, $15,000,000
during November of 2008, and $17,100,000 during February of 2009. Additionally, $17,100,000 is
expected to be funded during May of 2009.

Benefit Limitations

Under the PPA, a plan may become subject to various benefit limitations if its funded status falls below
certain thresholds. Plan amendments that increase benefits are prohibited if the effect of the amendment
would be to reduce the adjusted funding target attainment percentage (AFTAP) below 80%. Benefit
accruals must cease and shutdown benefits are prohibited if the AFTAP falls below 60%. To avoid these
benefit limitations, a plan sponsor may either contribute certain additional amounts for the current plan
year or provide security outside the plan.

Plans are prohibited from paying lump sums or other accelerated forms of distribution if the AFTAP is
below 60%, and only reduced amounts are allowed to be paid if the AFTAP is between 60% and 80%.

The AFTAP for 2008 is 77.7% as of July 1, 2008.

However, per American Water's legal counsel, American Water is considered a collectively bargained
plan and as such is exempt firm potential benefit restrictions until the plan year beginning July 1, 2010.

PBGC Reporting Requirements

For plan years beginning after 2006, the PPA eliminated the PBGC participant notification requirements
for plans that are required to pay a PBGC variable premium and have a funded percentage below a
specified "gateway" percentage. For plan years beginning in 2008, all defined benefit plans subject to
Title IV of ERISA are required to issue annual funding notices (due 120 days after the end of the plan
year).

With respect to reporting years beginning before 2008, additional financial and actuarial information
must be provided to the PBGC lg at the end of the year, all defined benefit plans within the controlled
group have an unfunded vested liability of $50 million or more using assumptions mandated by the
PBGC.

As of year end 2007, uniiunded vested liabilities for all defined benefit plans within the controlled group
were more than $50 million. Consequently, additional financial and actuarial information was provided
to the PBGC .

For reporting years beginning after 2007, the PPA changed the $50 million threshold. A filing will now
be required if the funding target attainment percentage (FTAP) for the year is less than 80% for any plan

American Water Works, Pension Plan, March 2009



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 75 of 121

Supplemental Information
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SI-1

Asset Values

Asset Values for Calculating
Pension Cost and Funded Position

Fair value (excludes contributions receivable):

> As of January 1, 2008

> Contributions

> Disbursements

> investment return

> As of January 1, 2009

> Rate of return

Market-related value:

> As of January 1, 2008

> As of January 1, 2009

> Rate of return

$ 627,988,678
76,000,000

(30,666,719)
(160,038,935)

$ 513,283,024
(24.6)%

$ 627,988,678

513,283,024

(24.6)%

Asset Values for Calculating
Employer Contributions

Market value (includes contributions receivable):

> As of July 1, 2007

> Contributions

> Disbursements

> Investment return

> As of July 1, 2008

> Rate of return

Actuarial value:

As of July 1, 2007

As of July 1, 2008

Rate of return

$ 613,302,064
76,631 ,850

(32,132,123)
(41 ,917,693)

$ 615,884,098
(6.6)%

>

>

>

>

$ 591 ,972,484

634,664,895

(0.5)%

Rate of return (assuming mid-year cash flow)
for Schedule SB of form 5500 (0.5)%

American Water Works, Pension Plan, March 2009
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Basic Results for Pension Cost and Funded Position

January 1, 2009 January 1, 2008

Service Cost $ 28,170,353 $ 25,892,330

Obligations

Accumulated benefit obligation [ABO]:

> Participants currently receiving benefits

> Deferred inactive participants

> Active participants

Total ABO

Obligation due to future salary increases

Projected benefit obligation [PBO]

$ 330,657,804

79,646,589

456,117,222

$ 866,421,615

126,675,516

$ 993,097,131

$ 305,427,668

77,443,963

389,671,261

$ 772,542,892

120,580,851

$ 893,123,743

A sse t s

Fair value [F\/]

Unamortized investment losses (gains)

Market-related value

$ 513,283,024

0

$ 513,283,024

$ 627,988,678

0

$ 627,988,678

Funded Position

Overfunded (underfunded) PBO [FV - PBO]

PBO funded percentage [FV + PBO]

$ (479,814,107)

51.7%

$ (265,135,065)

70.3%

Amounts Not Yet Recognized in Net
Periodic Cost

Net actuarial loss (gain)

Prior service cost (credit)

Total

$ 423,099,577
2,605,296

$ 425,704,873

$ 171,339,010

3,312,817

$ 174,651 ,827

Prepaid (accrued) pension cost as of
January 1 (54,109,234) (90,483,238)

Key Economic Assumptions

Discount rate

Rate of return on assets

Salary increase rate

6.12%

7.90%

4.00%

6.27%

7.90%

4.25%

American Water Works, Pension Plan, March 2009
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Pension Cost

Fiseal 200g Fiscal 2008

Pension Cost

$ 28,170,353

61,493,551

(42,224,081)

$ 25,892,330

56,675,301

(51 ,701 ,245)

Service cost

Interest cost

Expected return on assets

Amortization:

> Transition obligation (asset)

> Prior service cost (credit)

> Net loss (gain)

Pension cost

Percent of covered pay

Per active participant $

0

707,521

32,969,134

$ 81 ,116,478

26.1%

16,626

0
707,521

8,052,089
$ 39,625,996

13.4%
7,842$

American Water Works, Pension Plan, March 2009
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Minimum Required Employer Contribution

July 1, 2008 July 1, 2007

Minimum Required Employer
Contribution

Target normal cost

Net shortfall amortization charge

Waiver amortization charge

Excess assets

Minimum funding requirement

Available credit balance

Final cash requirement*

Percent of covered pay

Per active participant $

$ 33,967,724
30,210,170

0
0

$ 64,177,894
0

64,177,894
20.6%

13,154 $

N/A
N/A
N/A
N/A
N/A
N/A

$ 75,996,105
25.8%

15,040

Additional details regarding the calculation of the minimum required employer contribution may be
obtained from the Form 5500 Schedule SB filings and attachments.

* Note that the plan does not meet the requirements which would otherwise allow for optionally
electing to use credit balance to reduce the minimum cash funding requirement for the plan year
beginning July 1, 2008.

American Water Works, Pension Plan, March 2009
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Maximum Deductible Employer Contribution

July 1, 2008 July 1, 2007

Basic Funding Limit

Funding target

Target normal cost

Statutory cushion amount

Basic funding limit

812,174,413
33,967,724

525,801 ,771
$ 1,371 ,943,908

$ N/A

N/A

N/A

N/A

Maximum Deductible Employer
Contribution

$

$

Maximum funding limit

Actuarial value of assets

Preliminary maximum contribution

Minimum funding requirement

Maximum deductible contribution

Percent of covered pay

Per active participant $

$ 1,371 ,943,908
634,664,895
737,279,013

64,177,894

737,279,013*

237.1%
151 ,113

N/A

N/A

N/A

N/A

$ 673,880,639

228.5%

133,362$

* Estimated amount, pending issuance of Treasury/IRS guidance

American Water Works, PensionPlan, March 2009
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The following union groups are excluded Nom this benefit freeze provision:

>

>

>

Union employees at Sterling or Alton, Illinois

Union employees at Pensacola, Florida

Union employees as of January 15, 2002 who were included in the Citizens
Utility acquisition

> Elizabethtown Water Company employees of Local 423 hired before
April 1, 2006 or Local 68 hired before May 1, 2006

Note: Years of service for purposes of determining eligibility for benefits
(vesting, disability, early retirement and preretirement death benefits) continue
to accrue for all union participants whose benefits are frozen as of
December 31, 2005.

(n) Recent acquisitions - -service credit firm dates shown below:

Location Date

June 30, 1995
July 1, 1998
November 1, 2001

Country Place Water
Hawaii American Water
City of Florissant, MO
(nonunion employees)
Texas American Water
City of Webster Groves, MO
LP Water and Sewer Company
(nonunion employees)

July 1, 2002
February 8, 2002
April 3, 2002

Eligibilitv for Participation: Each employee commences participation on the first day of the
calendar month next following completion of one Year of Service. The following groups of
employees are not eligible to participate in the plan:

(a) Nonunion employees hired or rehired on or after January 1, 2006

(b) Union employees hired or rehired on or after January 1, 2006 (April 1, or May 1, 2006 for
employees of Elizabethtown Water unions 423 and 68 respectively)

(c) Any employee who was not eligible to accrue a benefit as of January 1, 2006 (with noted
exceptions for certain union groups).

4. Benefits:

(a) Normal Retirement Benefit:

3.

American Water Works, Pension Plan, March 2009
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Jim Bozman
Senior Financial Analyst

Address : 131 Woodcrest Road
Cherry Hill, NJ 08003-3620

Company Response Number: RUCO 2-95

Please provide all documents showing the performance of the defined benefit
pension plan in 2009.

Attached is the most recent (Q3) report from our investment advisor Callan. Page
16 provides a performance summary for various ending periods and includes
information on all pension amounts from various funds by each asset class.

The last four pages of the report are confidential and proprietary to Callan and
have been eliminated. It is a list of managers that do business with Callan and
does not impact the nature of the question.

As displayed on page 16, the total return year-to-date 2009 is 20.34%.
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Callas Associates Inc.
Investment Measurement Service

Quarterly Review

American Water Works Company
Pension Plan

September 30, 2009

The following report was prepared by Callas Associates Inc. ("CAI") using information from sources that
include the following: fund trustee(s), fund custodian(s), investment 1nanager(s), CAI computer software,
CAI investment manager and fund sponsor database, third party data vendors, and other outside sources
as directed by the client.  CAI assumes no responsibility for the accuracy or completeness of the
information provided, or methodologies employed, by any information providers external to CAI.
Reasonable care has been taken to assure the accuracy of the CAI database and computer software. In
preparing the following report, CAI has not reviewed the risks of individual security holdings or the
compliance/non-compliance of individual security holdings with investment policies and guidelines of a
fund sponsor, nor has it assumed any responsibility to do so. Copyright 2009 by Callas Associates Inc.
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Active Management Overview
Market Overview
Domestic Equity
Domestic Fixed-Income
International Equity . . . . .
International Fixed-Income

2
3
4
5
6

Asset Allocation and Performance
Foreword . .
Actual vs. Target Asset Allocation
Quarterly Total Fund Attribution
Cumulative Total Fund Attribution
Cumulative Performance
Total Fund Rankings . . . . . . .
Allocation Across Investment Managers
Investment Manager Returns

8

, 9

1 0

11

13

, . 14
..... 15
... , . 16

Large Cap Equity
Vanguard Institutional Index Fund 18

Small Cap Equity
Eagle Asset .
Fisher Investments

International Equity
Pyramis
Principal

29
..32

Domestic Fixed-Income
Evergreen Investments . 36

Callas Research/Education 39

Disclosures

22
..25

..43



Investment Manager Returns
The table below details the rates of return for the Sponsor's investment managers

over various time periods ended September 30, 2009. Negative returns are shown in red,
positive returns in black. Returns for one year or greater are annualized. The first set of
returns for each asset class represents the composite returns for all the fund's accounts for
that asset class.

Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
sw-01303A-09-0343
Page 85 of 121

941

Returns for Periods Ended September 30, 2009

Last
Quarter
15.63%
15.63%
15.61%

Last
3/4

Year
19.43%
19.43%
19.26%

Last
Year

Last
3

Years

Last
5

Years
1.02%
1 .02%
1.02%

Large Cap Equity
Vanguard Inst. Index Fund

S&P 500

(6.73%)
(6.73%)
16 . 0 .I "<> )

(5.35%)
{5.35%)
(5.43%)

Small Cap Equity
Eagle Asset
Fisher

32.26%
32.25%
32.24%
22.43%

(2,00%) (2.03%) 4.15%

Russell 2000 Index

21.41%
19.41%
23.49%
19.28% (9.55%) (4.57%) 2.41%

International Equity
Pyramis
Principal
MSCI EAFE Index

23.68%
24.72%
22.66%
28.97%

0.73% (4.68%) 5.53 %18.11%
18.47%
17.75%
19.47% 3.23% (86(3%) 6.07%

Domestic Fixed-Income
Evergreen Core Bond

Custom Benchmark*
John Hancock

BC Govt/Credit Bd

4.78%
11.04%

3.74%
3.41%
4.16%
3.74%
9.23%

12.35%
16.76%

5.72%
15.36%
4.74%
5.72%

18.91 %

7.78%
16.24%
10.56%
0.17%

11.46%
10.56%
10.88%

3.71%
5.56%
6.41%
4.33%
6.25%
6.41%

4.03%
4.78%
5.08%
5.41%
4.92%
5.13%BC Age

Principal Group

Total Fund 13.88%
16.22%
13.65%

20.34%
22.20%
19.18%

4.26%
5.67%
3.00%

0.11% 3.73%
Total Fund w/o John Hancock

Total Fund Target 0.29% 3.90%

*  Current Quarter  Target =  36.0%  S&P 500 Index, 30.0%  BC Aggregate Index, 22.0%  MSCI EAFE Index and 12.0%  US Smal l
Cap 1750 Index.
*  Custom benchmark is BC Govt/Credi t up unti l  09/30/2005 and BC Age thereafter . I



2004 2005 2006 2007 2008

$146,893 $317,798 $1 ,013,141 $903,222 $1,734,561

2004 2005 2006 2007 2008

$73,823 $63,196 $74,032 $62,603 $75,723
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates & Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-60

AzAWC pension and OPEB expense.

a. Provide the amount of actual expense AzAWC recorded for pensions
each year from 2004 through 2009.

b. Provide the amount of actual expense AzAWC recorded for OPEBS
each year from 2004 through 2009.

c. Provide the amount of actual AWWSC charges to AzAWC for OPEBs
each year from 2004 through 2009.

d. Has any examination ever been conducted regarding whether and how
AzAWC's funding for pensions and OPEBs has minimized costs? If not,
explain fully why not. If  so, please identify how this was done, and
provide a copy of all Documents.

e. Has AzAWC ever examined converting its defined benefit pension plan
to some other type of retirement benefit in order to help control costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

a. Pension

b. OPEBS
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c. Please see response to question RUCO 2-59 a & b.

d. Please Company response to RUCO 2-59c.

e. Please see Company response to RUCO 2-59d.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Tom Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-43

Please identify the amounts included in cost of service during the test year from
each affiliated company, including but not limited to the American Water Works
Service Company for the following items:

a.

b.

c.

d.

Membership dues in service, social and professional organization (identify),

Lobbying expenses,

Charitable contributions,

Investor relations expenses,

e. Public relations expense, including an explanation of the nature and purpose of
the activities, and

f. Advertising expenses broken down by categories including project, marketing,
corporate, institutional, informational, etc.

g,

h.

Business development.

Executive compensation .

a. See attachment labeled RUCO 2-43a Membership Dues.xls.

b. There were no lobbying expenses charged to Arizona by affiliates during the
test year period .

c. See attachment labeled RUCO 2-43c Charitable Contributions.xls.

d. Investor relations expenses for the test year were $19,172.

e. See attachment labeled RUCO 2-43e Public Relations.xls.

f. See attachment labeled RUco2-43f Advertising.xls.

g. Business development expenses for the test year were $101 ,395.

h. Please see response to data request number RUCO 2-25.
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Arizona American Water Company
Docket Nos. W-01303A-09-0-43; SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 1of 3

Response to Data Request No. RUCO 2-43 (a)

Account 575240 - Company Dues & Memberships Deductible

Account
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240
575240

Vendor
ACTEVA Event Registration
AICPA
American Bar Association
American Water Works Association
AMTRACK
Association of Certified Fraud Examiners
Association of Corporate Counsel
Corporate Executive Board

Amount

DELTA AIR
Dun & Bradstreet Inc
Grandview NTP Media
Information Systems Audit and Control Assoc
Institute for Supply Mgmt
Institute of Certified Management Accountants
National Investor Relations institute
NJ Lawyers Fund
NJ Society of CPA's
Propurchaser.com Inc
REASON MAGAZINE
SALARIESREVlEW.COM
Six Sigma Academy International
Society for Human Resource Mgmt
State of NJ Board of Accountancy
The State Bar of California
USAIRWAYS
Misc & Adjustments

575240 Total

2
27
12
12

4
7

108
1,034

21
119

5
17
29

8
26

g
5

79
1
7

37
7
4

212
9

530
2,331

Account 575241 - Company Dues 8» Memberships Non-Deductible

Account Vendor
575241
575241

Boston College Center for Corporate Citizenship
University Club atop Symphony Towers

575241 Total

Amount
862
524

1,386

RUCO_2-43a_Dues [RUCO 2-43a] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 2 of 3

Response to Data Request No. RUCO 2-43 (a)
Account 575242 - Company Dues Deductible American Water Works Association

Account Vendor Amount
575242 American Water Works Association
575242 Total

39
39

Account 575280 - Dues & Memberships Deduetible

Account Vendor Amount
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280
575280

Accuity Inc
AICPA
American Bar Association
American Chemical Society
American Management Association
American Payroll Association
American Society for Industrial Security
American Society of Microbiology
American Society of Training and Development
American Water Works Association
APlCS Association for Operations Management
Association for Financial Professionals
Association of Certified Fraud Examiners
Association of Metropolitan Water Agencies
Burton Group Inc
Business for Social Responsibility
Central Coast Human Resources Association
Corporate Executive Board
Dun & Bradstreet Inc
Economic Engine
Foundation of Cross Connection Control and Hydraulic Resea
GANTTHEAD COM
Greater phyla Chamber of Commerce
Growth Association of SW illinois
Harvard Business School
Human Resource Management Association
Human Resources Certification Institute
information Systems Audit and Control Assoc
Institute for Supply Management
Institute of Management and Administration
International Accounts Payable Association
J J Keller & Associates Inc
LAWYERS CLUB OF S00 OF
Leadership Council
Mid Atlantic Employers Association
National Association of Corporate Directors
National Federation of Agents
National Fire Protection Association

(4)
17

195
25
10
31
21
3

85
83
5

18
7

577
6,129

421
32

1 ,633
60
8

46
7

1,057
6
3

10
5

28
6

12
35

708
116
996
22
20
37
14

RUCO__2-43a_Dues [RUCO 2-43a] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 3 of 3

Response to Data Request No. RUCO 2-43 (a)
575280 National Investor Relations Institute
575280 National Notary Association
575280 National Registered Agents
575280 Nat'l Council for Public Private Partnerships
575280 NC State Board of CPA Examiners
575280 Network Solutions
575280 Nor ex Inc
575280 NYS Office of Court Administration
575280 Organization Resources Counsel
575280 PA Institute of CPA's
575280 Penjerdel Employee Benefits & Compensation Assoc
575280 Pensacola Area Chamber of Commerce
575280 Philadelphia Public Relations
575280 Project Management Institute
575280 Propurchaser.com inc
575280 Public Relations Society
575280 QWIK Prints
575280 Ragan Communications Inc
575280 Secretary Board of Bar Examiners
575280 Society for Human Resource Mgmt
575280 SRI Consulting
575280 St Louis Post Dispatch -Subscription
575280 State Bar of California
575280 Stratford Publications
575280 The Human Resource PLN
575280 The Institute of Internal Auditors
575280 The institute of International Accountants
575280 THE Minority Supplier Development Council of PA NJ DE
575280 The United States Conference of Mayors
575280 Tri-State Human Resources Management Assoc.
575280 Ulico Casualty Co
575280 United Communications
575280 United States Chamber of Commerce
575280 Valley of the Sun Human Resource Association
575280 Wall Street Journal
575280 Water Environment Federation
575280 Water Partnership Council
575280 World at Work
575280 Zoomerang
575280 Misc & Adjustments
575280 Total

50
74
52

480
2

231
393

30
209

31
12
31

7
12
79
55
31
13
35

134
174

10
172

4
23
41
38
77

1,684
7
1

13

109
11
5

2,641
10
22

(4,342)
15,143

Account 575281 - Dues & Memberships Non-Deductible

Account Vendor Amount
575281 Misc Purchase Card transactions
575281 Total

52
52

Grand Total Dues & Memberships 18,951

RUco_2-43a_Dues [RUCO 2-433] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
Service Company - 12 months ended December 2008

Page 1 of 1

Response to Data Request No. RUCO 2-43 (c)

Account 575140 - Charitable Contributions Deductible

Account Vendor Amount

575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140
575140

Alton PB & PA Unit #14 - REMIT
American Cancer Society
American Heart Association
Communities in School
Greater phyla Chamber of Commerce
Johnny Mac's
Juvenile Diabetes Research Foundation
Los Altos Conquer Education Fund
Metro Sports
National Hemophilia Foundation
National Low Income Energy Con
National Multiple Sclerosis Society
United Way of Camden County
United Way of Greater St Louis
Water for People - Denver
Misc 8¢ Adjustments 575140

575140 Total

47
277
211
86

211
59

211
43
32

2
211
43

1 ,666
57g

4,252
(167)

1,162

Account 575141 - Charitable Contributions Non-Deductible

Account Vendor Amount
575141 Arts & Business Council of Greater Philadelphia 742
575141 Total 742

Grand Total Charitable Contributions 8,505

RUCO_2-43c_Charitable_Cont [RUCO 2-43c] 1/8/10
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Arizona American Water Company
Docket Nos. W-01303A-09-0343, SW-01303A-09-0343
Service Company - 12 months ended December 2008

page 1 of 1

Response to Data Request No. RUCO 2-43 (e)

Account 575220 - Community Relations

Account
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220
575220

Amount

575220
575220
575220
575220
575220
575220

Vendor Explanation
Alton Marketplace Association 2008 Partnership Sponsor
Alton Marketplace Association Mississippi Earthtones Sponsor
Alton Symphony Orchestra-REMIT Sponsor's Table
Arts & Business Council of Greater Philadelphia Business on Call Sponsorship Fee
Biz Books, Inc Print Ad
Business & Industry Association Sponsor's Table
California Chamber of Commerce Sponsor - Business Legislative Conferens
Cherry Hill American Little League Sponsor
Creative Co-op LLC Print Ad
FedEx Kinko's (Box 672085) Bottled Water Transportation
Grace Media Services Print Ad
Hawk Transport & Courier Service Bottled Water Transportation
Holly Label Company inc Bottled Water Labels
Identity Links Inc American Water Logo Giveaways
Jackson Brothers Catering Earthtones Event
Langa Resource Group American Water Logo Giveaways
Metro Sports Volleyball League Sponsor
Piasa Foundation Contribution
Pocono Purewater Inc Bottled Water
River Bend Growth Assoc Sponsor
Ronald Mc Donald House Event Sponsorship
San Diego County Tax Payer Association Sponsor
The United States Conference of Mayors Sponsor's Table
WHYY Gold Table Sponsor
YMCA YMCA-CORP CUP PENSACOLA Sponsor
Misc & Adjustments

Total Community Relations

12
11
9

654
3

42
1 ,509

20
14
1

66
87
63

252
1

30
11
47

155
72

165
1 ,509

126
316
23

184
5,380

RUCO_2-43e_Comm_Relations [RUCO 2-43e] 1/8/10
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Page 1 of 1

Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
Service Company - 12 months ended December 2008

Response to Data Request No. RUCO 2-43 (f)

Account 575030 - Advertising Expenses

Account Vendor Amount
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030
575030

Public Works Financing
AMER WATER WORK WEB
Careerbuilder LLC
Jobs2Web
Jobs2web
Jobs2Web
Rand Consulting Group
St Louis Post Dispatch
Telegraph -Alton-REMlT
Telegraph -Alton-REMlT
TMP Worldwide
TMP Worldwide
TMP Worldwide
TMP Worldwide
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
Yahoo Hot Jobs
AC MOORE ARTS&CRAFT
American Water Works Assoc-AVW
Black EOE Journal
BOXWOODTECH
Creative Co-op LLC
Creative Co-op LLC
Creative Co-op LLC
Creative Co-op LLC
Hispanic Network Magazine
Misc P-Card Transactions

575030 Total

NATIONAL ASSOCIATION OF C
Professional Womens Magazine
Society of Women Engineers NJ
Williams, Kirkpatrick
Hanley Wood LLC
Hanley Wood LLC
Naylor LLC
Identity Links Inc
Langa Resource Group-REMlT
M8=N Services LLC
Misc & adjustments
Advertising

Category
594 Corporate
17 Employment Classifieds

769 Employment Classifieds
18 Employment Classifieds
18 Employment Classifieds
54 Employment Classifieds

121 Employment Classifieds
35 Employment Classifieds
10 Employment Classifieds
18 Employment Classifieds
11 Employment Classifieds
74 Employment Classifieds
76 Employment Classifieds

1,498 Employment Classifieds
4 Employment Classifieds
5 Employment Classifieds

22 Employment Classifieds
63 Employment Classifieds
71 Employment Classifieds
2 Informational

123 Informational
23 Informational
11 Informational

419 Informational
431 Informational
682 Informational
696 Informational
23 Informational

129 informational
17 Informational
23 Informational
14 informational
9 Informational

318 Marketing
636 Marketing
295 Marketing

8 Promotional Items
19 Promotional Items
10 Promotional Items

(434) Misc & adjustments
6,930

RUCO_2-43f_Advertising [RUCO 2-43f] 1/8/10
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 8¢ Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-91 Page 1 of 2

Refer to Mr. Cole's testimony at page 16.

a. Provide complete details for the 15 year tank painting calculations.

b.

c.

Provide all documents relied upon for the 3 percent CPI factor used.

Does the Company have any current forecasts of CPI or PPI based inflation?
If not, explain fully why not. If so, please provide them.

Provide the Company's actual tank painting expense, by district, by year, for
the ten year period through 2009. Also indicate which specific tanks were
painted in each year, and the cost of painting each tank.

Provide complete copies of the TIC inspection reports.

Mr. Cole's testimony refers to tank maintenance in the Sun City Water
District. Please refer to Attachment labeled "RUCO 2-91a Tank Painting
Calculation.xls" for details.

In the Company's last rate case, Docket Nos. W-01303A-08-0227, SSW-
01303A-08-0227, a five year average for the years 2002 - 2007 of the 12
months percentage change in CPI for All Items was calculated at 2.93%. Mr.
Cole likely based his 3% factor on that five year average figure. See
workpaper labeled "RUCO 2-91 b Cpl.xls" for that calculation.

No. Mr. Cole did not request an updated calculation of the inflation factor for
his calculations.

Please see attachment labeled "RUCO 2-91 d Tank Painting Expenditures.xls"
for maintenance detail by district. Invoices are also included in this file.

d.

d.

c.

b.

e. The TIC inspection reports are attached and labeled "RUCO 2-91 TIC
Inspection Report SC WP 1 Tank #1 (05-23-09).pdf", "RUCO 2-91 TIC
Inspection Report SC WP 1 Tank #2(05-23-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP sTank #1 (05-22-9).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP sTank #2 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 2 Tank #3 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report SC WP 3 Tank #1 (05-20 & 21-09).pdf", "RUCO 2-91 TIC
Inspection Report SC WP 3 Tank #2 (05-20 & 21-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 5 Tank #1 (05-22-09).pdf", "RUCO 2-91 TIC
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Sheryl L. Hubbard
Manager, Rates 81 Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-91 Page 2 of 2

Inspection Report - SC WP 5 Tank #2 (05-22-09).pdf", "RUCO 2-91 TIC
Inspection Report SC WP 6 Tank #1 (05-21 & 22-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP 6 Tank #2 (05-21-09).pdf", "RUCO 2-91 TIC
Inspection Report - SC WP sTank #1 (05-20 & 21-09).pdf", and "RUCO 2-91
TIC Inspection Report - SC WP 8 Tank #2 (05-20 & 21-09).pdf".



302,875
2,802,618

581,351
296,649

1,786,495
1,489,659

267,594
1,141 ,013

152,311
8,820,565
3,471 ,949

Operating Expenses - Dollars:
National Service Company
Service Company - Belleville Laboratory
Service Company - Call Center
Service Company - Finance
Service Company - Human Resources
Service Company - Information Technology
Service Company - "NSC Functions"
Service Company - Operation / Network
Service Company - Shared Services
Service Company - Procurement

Subtotal National Service Company
Local Service Company I
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-1

Affiliate management fee charges. Please refer to the table below (from a recent
California American Water rate case) and provide the equivalent actual 2008
information in similar detail that was used as the basis for the amount of National
Service Company and Local Service Company charges reflected in AAWC's
current Arizona rate case:

2008

Description
As Filed

2008

Q.

Please see the attached file labeled "RUCO 4-1 2008 Mgt Fees.xls", which
presents AAWC's portion of affiliate management fee charges in a format similar to
the one presented in the table above. Furthermore, the Company workpaper
"2008 One-Time Adj Mgmt Fees.xls" confirms that the total national and local
affiliate management fee charges presented in "RUCO 4-1 2008 Mgt Fees.xls" was
used as the basis for all service company adjustments made in AAWC's current
filing.



Function

AAWC

2008 o&M
Amount

Referenced in
California CaseOffice
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Arizona American Water Company
Docket Nos. W-01303A-09-0343; SW-01303A-09-0343
2008 Arizona American Service Co. Charges by Office and Function (O&M)

Page 1 of 2

Response to Data Request No. RUCO 4-1

Belleville Lab 202,604 Service Co. - Belleville Lab

Call Center 2,261,581 Service Co. - Call Center

Central Region 34,025 Service Co. - NSC Functions

Corporate Administration
Audit
Communications
Finance

Human Resources
Legal
Operations
Rates & Revenue
Risk Management
Water Quality

792,624
60,074
95,820

996,751
240,802

90,856
171,129

87,168
102,262
79,119

2,716,605

Service Co. - NSC Functions

Service Co. - NSC Functions

Service Co. - NSC Functions

Service Co. - Finance

Service Co. - Human Resources

Service Co. - NSC Functions

Service Co. - NSC Functions

Service Co. - NSC Functions

Service Co. - NSC Functions

Service Co. - NSC Functions

ITS 1,699,939 Service Co. - Information Technology

Northeast Region 13,753 Service Co. - NSC Functions

Shared Service Center 979,417 Service Co. - Shared Services

Southeast Region 37,439 Service Co. - NSC Functions

Supply Chain 145,535 Service Co. - Procurement

Western Region Administration
Communications

Customer Service
Engineering
Finance

Human Resources
Legal

Operations
Risk Management
Water Qualify

692,456
292,909

77S

50,588
818,158
412,042
402,724

548,196
242,738
68,650

3,529,235

Local Service Company
Local Service Company

Local Service Company
Local Service Company
Local Service Company
Local Service Company
Local Service Company

Local Service Company
Local Service Company
Local Semice Company

Tota I 11,620,134

Note: The terminology "National Service Company" and "Local Service Company" was used in the
California case in an attempt to explain the geographic locations of various Service Company employees

and functions. The Service Company has employees at several locations to better meet the needs of
the operating companies they serve. Arizona-American receives services from Service Company
locations that service all operating companies, as well as employees at other sites that serve smaller
groups of companies

RUCO_4-1_Mgt_Fees-CA_ModeI [Ruco 4-1] 2/1/10



AAWC

2008 O8v.M

AmountFunctionOffice

Service Company

Location
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Arizona American Water Company

Docket Nos. W-01303A-09-0343; SW-01303A-09-0343

2008 Arizona American Service Co. Charges by Office and Function (O&M)

Page 2 of 2

Response to Data Request No. RUCO 4-1

Belleville Lab 202,604 National

Call Center 2,261,581 National

Central Region 34,025 Regional

Corporate Administration

Audit

Communications

Finance

Human Resources

Legal

Operations

Rates & Revenue

Risk Management

Water Quality

792,624

60,074

95,820

996,751

240,802

90,856

171,129

87,168

102,262

79,119

2,716,605

National

National

National

National

National

National

National

National

National

National

ITS 1,699,939 National

Northeast Region 13,753 Regional

Shared Service Center 979,417 National

Southeast Region 37,439 Regional

Supply Chain 145,535 National

Western Region Administration

Communications

Customer Service

Engineering

Finance

Human Resources

Legal

Operations

Risk Management

Water Quality

692,456

292,909

775

50,588

818,158

412,042

402,724

548,196

242,738

68,650

3,529,235

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Regional

Total 11,620,134

Total National

Total Regional

8,005,682

3,614,453
11,620,134

Ruco_4-1_Mgt_Fees-cA_ModeI [As Filed] 2/1/10
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address: 2355 w. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-3 Page 1 of 2

Please identify, quantify and explain all expenses included in the Company's filing,
by AAWC district, for each of the following types of affiliated Service Company
(National, Regional and Local) charges and functions:

Business Development Expense
Corporate Contributions
Legislative Influence Expense
"Non-Departmental" & "NSC Functions" Expense
"Non Departmental" interest Income and income Tax
Sales and Marketing Expense
Payroll Reserve
Call Center
Divestiture Support
Depreciation
Interest Income Outside
Interest Cap Lease-AW21
Penalties
Trade Shows
injuries and Damages
Relocation
Research & Development
Advertising
Contract Services-Legal
Contract Services-Litigation
Contract Services-Other
Expat Labor
Incentive Plan
Long Term Incentive Plan
Retention/Completion
Group Insurance
Expat Group Insurance
PBOP
Pension
Expat Pension
Corporate PBOP Adjustment
Corporate Pension Adjustment
Employee Expenses
Conferences 8< Registrations
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate AnalysVManager, Rates 8= Regulation

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-3 Page 2 of 2

Please see the attached file labeled "RUCO 4-3 SC Charges-detail.xls". Upon
review of Company workpaper "2008 Other Expense Pro Forma Adjustment.xls", a
minor error was detected in the calculation of this adjustment. Rather than
beginning with the actual test year adjusted Other Expenses related to Service
Company Charges (which removes the effect of one-time charges), the adjustment
was calculated without removing one-time charges associated with Other
Expenses. The effect of this error was to overstate the amount shown on Line 8 of
Adjustment MHK-4, Adjust Management Fees for Other Expense Increases by
$3,240 (the $170,388 amount should be $167,148). The amount on Line 8 is then
allocated to each district using the 4-Factor allocation percentage to determine the
district-specific pro forma adjustment, the effect on the overall revenue
requirement for the case is only $1 ,550. All associated schedules and workpapers
will be updated to reflect this correction in the rebuttal stage of this case.
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-5 Page 1 of 2

Please provide actual charges from AWWSC to AAWC for each year 2007, 2008
and 2009 (preferably in Excel) for each of the following Service Company "objects":

LABOR RELATED
501200 Labor
501203 Internal Labor Recharge
501205 Expat Labor
501711 Incentive Plan
501712 Long Term Incentive Plan
501715 Retention/Completion
504100 Group Insurance
504105 Expat Group Insurance
505100 PBOP
506100 Pension
506105 Expat Pension
507100 401 K
508100 EIP
508101 DCP Over AG
685320 FUTA
685325 FICA
685350 SUTA
TOTAL LABOR & LABOR RELATED EXPENSES

OTHER EXPENSES
504500 Other Welfare
504610 Employee Awards
504620 Employee Physical Exams
504660 Tuition Aid
504670 Training
531000 Contract Services-Engineering
532000 Contract Services-Accounting
533000 Contract Services-Legal
533001 Contract Services-Litigation
535000 Contract Services-Other
535001 Contract Services~Temp Employee
535002 Contract Services-STEP Backfill
536000 Contract Services-Lab Testing
541000 Rents-Real Property
541400 Rents-Equipment
550000 Transportation
550001 Transportation-Lease Cost
550002 Transportation-Lease Fuel
550003 Transportation-Lease Maintenance
556000 Insurance-Vehicle
557000 Insurance-General Liability
558000 Insurance-Work Comp
559000 Insurance-Other
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COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, sw-01303A-09-0343

Response provided by:
Title:

Miles H. Kiger/Sheryl L. Hubbard
Rate Analyst/Manager, Rates & Regulation

Address : 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 4-5 Page 2 of 2

575000 Miscellaneous
575002 Misc General Office
575030 Advertising
575100 Bank Service Charges
575130 Brochures & Handouts
575140 Charitable Contribution-Deductible
575220 Community Relations
575280 Dues & Memberships Deduct
575320 Electricity
575340 Employee Expenses
575342 Conferences & Registrations
575350 Meals & Travel Deduct
575351 Meals & Travel NonDeduct
575420 Forms AG
575460 Ground keeping
575480 Heat - Oil & Gas
575490 Injuries and Damages
575500 Janitorial
575620 Office Supplies
575625 Overnight Shipping
575640 Penalties
575660 Postage
575670 Relocation
575680 Research 8. Development
575710 Security
575715 Software & License Support
575740 Telephone
575741 Cell Phones
575742 Data Lines
575775 Trade Shows
575780 Trash Removal
675000 Maintenance Misc
675250 Maintenance Computer Equip
675350 Maintenance HVAC
675450 Maintenance Office Equip
685200 Property Taxes
685430 Other Taxes & Licenses
TOTAL OTHER EXPENSES

680110 Depreciation
710400 Inf Income Outside
810301 Inf Cap Lease-AW21
810400 Inf LTD~lnside
830000 Interest on STD
840000 Other interest

Please see the attached file labeled "RUCO 4-5 AWWSC to AZAM 2007-2009.xls".



Object Acct Account Description

Year

2008 20092007
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Page 106 of 121

Arizona American Water Company

Docket Nos. W-01303A-09-0.43; $W-01303A-09-0343

Arizona American Service Co. Charges by Object Account (O&M)

Page 1 of 2

Response to Data Request No. RUCO 4-5

Labor & Labor Related

4,829,431

42,930

4,967,989

(43,126)

501200

501203

501205

501711

501712

501715

504100

505100

506100

507100

508101

508200

685320

685325

685350

Labor

Labor Internal Recharge

Labor Expatriots

Incentive Plan-Off-Annual

Incentive Plan-Of*f-Long Term

Retention/Completion

Group Ins Maintenance

PBOP

Pension

401k

Defined Contribution Plan

Employee Stock Purchase Plan

FUTA

FICA

4,618,262

z,s72

e,z1s

408,218

178,534

184,821

707,749

111,438

489,857

84,270

57,448

544,458

SUTA

Other Labor and Labor Related

Total Labor and Labor Related

6,103

329,352

33,584

500,056

30,538

58,456

683,058

137,062

491,541

96,589

90,124

3,671

4,997

382,018

25,414

73,262

7,449,148

722,645

195,606

911,692

97,284

98,652

8,408

3,482

368,798

19,z45

324,281

8,219,4147,218,523

108,593

23,379

416

14,241

65,811

23,257

22,708

28,236

22,614

120,089

13,498

523

15,935

72,506

20,587

40,441

35,878

26,187

1,008,442

87,835

276,104

9,383

678

19,086

38,856

20,309

37,858

8,840

23,500

(1)
575,986

50,374

1,863,608

200,075

0

235

268,874

79,455

26,952

(5,067)

241,141

72,234

18,106

20,783

21,807

11,717

5,330

18,604

10,245

4,255

2,784

(7,717)

14,355

69,826

5,312

17,679

7,902

401

5,387

11,306

8

9,951

3,136

516

33,905

27,509

52,216

(11,732)

20,778

6,930

17

2,646

7,762

742

5,380

3,267

2,022

(13,738)

196,642

115,994

12,653

3,628

24,647

9,400

3,063

1,950

477

74,852

23,708

23,885

2,059

31,343

6,368

183

1,148

6,490

83

1,656

2,616

692

Other Expenses

504500 Other Welfare Maintenance

504610 Employee Awards

504620 Employee Physical Exam

504660 Tuition Aid

504670 Training

504671 Training-Safety

531000 Contract Services-Engineering

532000 Contract Services-Accounting

533000 Contract Services-Legal

533001 Contract Semites-Litigation

535000 Contract Services-Other

535001 Contract Services-Temp Employee

535002 Contract Services-STEp Backfill

536000 Contract Services-Lab Testing

541000 Rents-Real Property

541001 Rents-Real Property intercompany

541400 Rents-Equipment

541401 Rents-Equipment Intercompany

550000 Transportation IT-Admin

550001 Transportation Lease Cost

550002 Transportation Lease Fuel

550003 Transportation Lease Maintenance

556000 Insurance Vehicle

557000 Insurance Gen Liability

558000 Insurance Work Comp

559000 Insurance Other

575000 Miscellaneous

575002 Misc General Office

575030 Advertising

575100 Bank Service Charges

575130 Brochures and Handouts

575140 Charitable Contributions Deduct

575141 Charitable Contributions Nondeductible

575220 Community Relations

575240 Co Dues/Membership Deduct

575241 Co Dues/Membership Nondeductible

RUCO_4-5_AwwSC_Chgs_by_Object_Acct [RUCO 4-5] 2/1/10
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Year

2007 20092008
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Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 107 of 121

Arizona American Water Company

Docket Nos. W-01303A-09-0343; SW-01303A~09-0343

Arizona American Service Co. Charges by Object Account (O&M)

Page 2 of 2

Response to Data Request No. RUCO 4-5

575242

575280

575281

575320

575340

575342

575350

575351

575420

575460

575480

575490

575500

575620

575625

575540

575660

575670

575680

575710

575715

575740

575741

575742

575775

575780

675000

675250

675350

575450

685200

685430

Co Dues Deduct AWWA

Dues/Membership Deductible

Dues/Membership Nondeductible

Electricity

Employee Expense P/R JE

Employee Exp Conf/Registration

Meals Deduct

Meals Non Deduct

Forms

Grounds Keeping

Heat - Oil/Gas

Injuries and Damages

Janitorial

Office & Admin Supplies

Overnight Shipping

Penalties Nondeductible

Postage

Relocation Expenses

Research & Development Exp

Security Service

Software Licenses & Support

Telephone

Cell Phone

Data Lines

Trade Shows

Trash Removal

Misc Maintenance

Comp Equip Hardware

HVAC Equipment

Office Equipment

Property Taxes

Other Taxes and Licenses

540

17,027

25

50,435

253,269

22,064

28,116

28,188

1,331

1,943

5,551

39

15,154

52

49,516

271,653

24,183

25,761

27,139

1,845

2,064

5,929

219

19,375

72,571

19,274

1,112

13,648

54,279

91

22,575

7

45,829

231,471

19,297

20,859

20,402

1,067

387

2,562

Misc Other Expenses

Total Other Expenses

17,495

60,629

19,294

(2,167)

10,422

122,985

338

12,935

37,834

155,905

32,144

31,621

12,553

1,701

245,168

18,035

7,773

645

16,482

(2,590)

3,609

4,157,551

12,873

34,553

166,848

41,447

33,727

10,122

2,035

230,027

3,972

7,101

460

17,926

1,143

(27,901)

3,094,910

13,984

72,239

13,928

498

12,797

89,512

18

4,107

37,053

98,883

34,027

61,903

6,017

1,744

277,274

3,655

4,683

195

3,300

381

50,630

2,741,421

531,965 576,067

294,703 923,803

(157,968)

(27,983)

680110

680112

710400

710500

810300

810301

810400

830000

830100

840000

252,459

21,848

(0)

261,533

(571)

99

215,754

2,696 220

1,104,540

Depreciation Exp-General

Depreciation Exp-Non Utility

Interest Income-Outside

Interest Income-Inside

Interest Cap LeaseOutside

Interest Cap Lease-Aw02

Interest LTD-Inside

Interest on ST Debt-Outside

Interest STD Inside

Other Interest Expense

Total Depreciation & Interest 651,000

2,46s

2,602

1,144,154

Total before Adjustments 12,027,074 11,648,599 12,104,988

Adjustments

2007 Depreciation & Tax Adjustment Entry

2008 Reversal of Depreciation & Tax Entry

2008 Call Center Adjustment

Total

14,769

12,041,842

(14,769)

(13,695)

11,620,135 12,104,988
l

RUCO_4-5__AwwSC_Chgs_by_Object_Acct [RUCO 4-5] 2/1/10



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 108 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas m. Broderick
Director, Rates & Regulation

Address: 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-59 Page 1 of 2

Q: Service Company pension and OPEB charges.

a. Provide the amount of actual AWWSC charges to AZAWC for pensions
each year from 2005 through 2009.

b. Provide the amount of actual AWWSC charges to AzAWC for OPEBs
each year from 2004 through 2009.

c. Has any examination ever been conducted regarding whether and how
AWWSC's funding for pensions and OPEBs has minimized costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

d. Has AWWSC ever examined converting its defined benefit pension plan
to some other type of retirement benefit in order to help control costs? If
not, explain fully why not. If so, please identify how this was done, and
provide a copy of all Documents.

a. Please see attachment labeled "RUCO 2-59a&b Pension 8¢  OPEB
Attachment".

b. Please see attachment labeled "RUCO 2-59a&b Pension & OPEB
Attachment".

c. A comprehensive asset and liability study to determine the best mix of
investments for the plans was conducted by Callan in 2008. The study
evaluated the interaction of the three key policies that govern a pension
plan with the goal of establishing the best investment policy:
1) investment Policy - How will the assets supporting the benefits be
invested, what are the risklretum objectives, and how to manage cash
flows.
2) Benefits Policy - What type/kind of benefits, what level of benefit,
and when and to whom they are payable.
3) Funding/Accounting Policy - How will the benefits be paid for
(funded), what actuarial discount rate, how will deficits be paid for, and
how will costs be recognized.



Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 109 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
W~01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas M. Broderick
Director, Rates 8= Regulation

Address : 2355 W. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-59 Page 2 of 2

Based on the results of the asset and liability study the plan's target
asset allocation is 36% large cap equities, 22% international equities,
12% small cap equities, and 30% domestic fixed-income securities.
Attached are three reports comprising the comprehensive study.

d. Yes. The defined benefit pension plan was closed to new participants in
2006, with the exception of union employees at the two customer service
centers, thus beginning the process of shifting investment risk from the
Company to the employees.
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Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 111 of 121

COMPANY:
DOCKET NO:

ARIZONA AMERICAN WATER COMPANY
w-01303A-09-0343, SW-01303A-09-0343

Response provided by:
Title:

Thomas m. Broderick
Director, Rates 81 Regulation

Address: 2355 w. Pinnacle Peak Rd., Suite 300
Phoenix, AZ 85027

Company Response Number: RUCO 2-61

Q: Please provide full details of all Service Company charges to AzAWC in each year
2005 through 2009.

Please see attachments labeled "RUCO 2-61 AZAWC Service Co Charges
Attachment-Revised.xls" and "RUCO 2-61 AZAWC Service Co Charges-Updated
thru Dec 2009.xls".
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31rir~FI.rim"mr~i -ì ¢vil¢-io61-imlo6lm5 Fl LD
|-

>oz

or~nnor~l\~4l--looN W A M W O N O N
3 Flf"4\-I 4
D

is
o

» -1 of \-1 o :r l.n 00 of q
F l  m m FI of in v'l V
m  w  q q q a m  q3 FI m Fl -=r

vo

as r- in cm of om RT us 'é&"
m N -=r Lm FI Lm 1-4 l"*~ 4N in 1-1 FI u-1 h-v 1-I 14

1-1 m 1-1 Fl N

l"\I Fl m I* of r- ¢»4 m
Fl  h  o f r- r- pp -4 on
on H N  m in r"- m  h

-nr m

al.n-d-1-room-=r\-lr-rv1o1mooooooW O O D $ W W O W W H M M Wl"*l\-lhl§t of<rutoor~smcnno
1-l ll"l l-1 m m -=rl'l

o  m i n  m i n
m -Cr I* of Q
Ur: N '.q Ur; cw

N NFl

1".no Loinc a  3  o  8  9

.
Q

m
O 1-4 n mFI of-| H

of Lm m in m
rt 8  N  m  m
t~ of sq of

¢ \l nm 1-1
1-1

8 3 8 8 8
O0 \n LD O v l

N ¢-4

l*I v-I l*l
-4 r-I (Tl ~..
l"* F!

vs
m

r- H -Cr
of m

t'l

m
r -

Q .
1 l

m

l *

m

m
P*

oNF!

£"R82 n=mm3mssamsms4m§
m m 4 m w  m  J J 6 J m  n  J '

HFl

r~1 of l\ o M m m m r-- m N m 1-1 l"*°~ N m F* w m -4- LD r- no
94 no LD m m 'Cr \.D pp 8 of o 1-1 o of Q o on <r o m w Q m
m Fl no w v r-~ m In ~=r of o of m of of m m r4
o cm m l*lm 9 FI l.n r- l*~ 1-1 1-1 t\ Fl -=r l"l vs

ammo arm Q- MNMNN omfll~1-13 ..mat~..3s.~.....~. . . . . . a l . . s m s
"!. °!."!." nmnmq m_q_\q_H¢q_\q_m_-d;_mm_~:l_3 " 3 R § m m m § n m n m £ 4

crs ¢:> r~l 1-l l.n u1 U\ oO v4 n < r - 1-¢ r - Ln n1 r~ <l \D 1l-l 00 '=of~c>~=r-=r Q m r - a n n m m m m m m m h - r - o o
m \ .D \-l l Il uo oo m _1_

m m Fl

f*lid'\-¢\-l4~4' '3J<1-lChlY}D1-lDC)C)OfI'ld)LI'\14O0co1-1u>1n=:l cnr-oo¢-loor~lc>r~=rc>r--m=1ooo¢~4in r-vlr~.l WCDCDUTLDQFB1-i
l"\Il\1-1

U11-1
Fl

m m n w qh o m m Qqm_ _ _ _
one w d m m e m m a m m m em rt F l l4

"!.  m N 1-4 m m *I Q
\ H
ml

r~i¢-iin

6&M6dM6dRd£d£d£4

otil¢-i"=:Foc?oci'»-ir~¥o(:Fril-=1lr~T.-ì
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r"l

Q Q . " -m Q
se.

"i.L".Q.w m
FP.

8  ̀4? ¢vf

;=i

w s

m

Attachment RCS-4
Docket Nos. W-01303A-09-0343 &
SW-01303A-09-0343
Page 115 of 121

r ~ m
""29.

4.
i n m

- I

m"uo"

'=r̀  u?

m` ac ?

in"a:i
1-1

.4

0`
t"l

3 EE' 9` N FI
m N Q w
m m
r- m'-|

Ifl0l1!\Uiv-1912oor ~ 4 - -mmw
\DlyI ' ° ' " 8H - N D Ir - H ° °

|\ lb In m N m 2

ET 883H  - h H mi

II
!

»-4 I
3 in m 8 8 Rx .M a
u Mu LD N of
m m1-4 r

n 9 " m m *H o m u ncoca N e
r-wr .?|u- t4~.9°°:60\-1°*

8§$R38=
3,3 383in-- ' m :3~3.:

H !
II

~=r Ir: 'R m w
m m H 14 FLo  q M m

o l\IN l*l
q H
1-i

\Du>r-u"\r~l
mmr~¢r~ao'»r__u'!o~» m_m ..
o w m w 8
W l*-\.DH°°

Ia" iii

m F? '-3" N no of
3 9 3 -4 -:r of
m s  m `
1.-1 u.

m 8 3 in Ur:
Q no -» -of rnwe 4
m Q,-| -v

r~i of"
r- -Cr
`-l -o

cl m  ̀msD m m .o H 14\
,_; H

o
we in on

=» 9

4 m` r-i

nm ~=r
m H  o

'fl -\_
Q  oo \.Dm Fl
N

ac
m" i

l\l I

i

c a
r4

é̀l5'
..

1-4

o m m r- I- m rt
1-U Fl o au no o
om as -|_ in 4-¢_

: vi 1-4
n

o  o r- 8 m 1-1 o
o -Cr N m um m 1-1 m HQ m
4  H  H  N -Cr

n ¢ m 3 n ¢ m m n n m m H m w F w o o 3 h 3 h w 9 $ Q m 9 3 Hu p ~ ¢ n m Ol""-U"ll"-l»l"\l..D n  m m w m m m n  m m a  a  m w m y - - I n¢m_Hm_ Mn r-_m-I_m H m m u m o \ o o r 4 r - _ m r~!.n<r M d vo
r-001-|r~11-1c>1-4

oou:»\=r~=t~=ruo8
MsOl moq1r~2.: rm I"-l!$\-IE
!'l-I r-lr*-the

u |-1 r-

1;
8 01

.Q9 3 u
g  8 w3
5 :

E

TZ

4-» . 9
c 44
q; IU

g anvo L
5 Q

cl
'o •  8  8 n.an 0 ... as x> Ia Q upc I - 4-»

m

N
m
o
O
Nau
8

I5a..
.c4-1

I'Um4-1m
'U
o.
9in
u
a°
N
.c
u

I
8

I
1:

'Q .s.'.*.
'U  8

:  3  D Sn
.9 9 Q .2
3  Q  z  E

a in
m
0 LD

-3 o

3 04-» GI I
J  g  ' 8  'E 'E 8IB Ii us

E m mo .  c  x. -  o fl

u

Q E

85
3.88

588%
3228
§§s=
8 9 5': 8.

Hm
141
ou
3no
6
z
18•:UUac
m
m
D
o
anancoavoas¢

• 8 'é E Vu 'é E : 8 I 2 3 5

5 E , , § § § § ° 3 8§T5838§ _ : 1.1 : *ag 'Eu : § _Q _ §_ 8 3 8 , . _ a 9

6 fs §§=E a--@¥z=@§==s28~== 3: z - l o u r .- . : . = 8 E : B8 > ¢> _ ! 3 ¢- 5 $ 0 ' U : : ; : §= > - = > , a u ._ g r . E gg*¢ '=¢ '"' =28:u¢irEF2 ~g~g~54¥454$-=§""°§ii%3§§#§§3€i§§ Et; _3i8E8§§s§S=< <E¢$¢£&s&&%55§3E§8 s;3 3
a=£8.z8£8é'§§.:..z.:32 838885938858E§a§.'§E'E55l8l8883l8l8€38£§§8 3

39838
3 4 8

I

388
!88338£3

3.§
$1
g
3

**: o n o o o o o o o m o o o o o r e m o m m m m o m o o o o o o m o o o o o o o o o o o o l.oo o o oz m m g n m 8 o H n n ¢ w h m H H H ¢ ¢ ¢ ¢ n m m o m m m n o m m m m n m n m d w 41;-4hl.\.l}QQQQQQQ _gram Qu mmmmnonomuor-r-r-r-r-r\|-r-r-mooam-s¢-ammmmwnFc.-|~n\nwmmr» r~h-4|mnm¢oou m m m m m m m sn m m m m m m m m m m m m m m m m m m m m om m m m m oooooooocaooorcaooogul-r-r-r-r-r-r-r-r-r-r-r~r~r-r-r-r-r--hr-~r~l-r\r~r-r-r-r-oooooooooouommmato\o1mmmmamvaoammam onto¢ mmmmmmmmmmmmmmmmmmmmmmmmmmmmwmmmmwmmmmwwmmmmmnhnhmmmhuh

I

upN
on
U
D
no



oFl
4-
o
m
U
Mmo.

Attachment RCS-4
Docket Nos. w-01303A-09-0343 &
sw-01303A-09-0343
Page 116 of 121 o

l ' l

é̀"6
»

F l

mmmwwmmmwwewnmhomm.44-¢mr~l~¢uar-\-4 WH m r--'wrm_n n m m m_m_¢ Mn l.n
"5ol.ooooo¢r-nom
om1-.49

o |- of o o PP9 H rt |"- Fl

"`!. of N W of r~I_ we
<r UP  m  1 - 1  m  q  r -
¢-4 so N  4  3  o f  i n

F l

ooono-dl,fl(j(ll1-l-=rr-r~1~.o
1-1 r~Ivor~1

r~1 r~1 r~1

wm3m¢ mnmh D mw¢ nmnHh@wmwm8mm© mmm¢m8l"'**"I"II""»\flUlWDu-ll1}\-ll!lf\lWvil*-DQ8OQ mm.4 ~.or~l¢~a~r~4rnm\o¢-e_o_ r~loodo»r~uohrf>r-.mmoml.om~=rrvam U't 91l0|l"l m o 1:r¢~401-I
mo'DOof_r"41-1

ur5uiL6ol-1lriu>lr~.l~=rloxlmlu.rir~lr~T \.ri'*i' o9 m"H H drrilr~ico"1-1 m 8 N N

m
o
of

3 9
D we

¢ m 3 H m ommmmnm~_':"fL-1°-'1°
<r--ua

14¢"~IU}\DUl'~DC0\Dm m h w h n m
wl o l m`

1-1 v r

r~1 r~ we cm r~4 an o

h 1'l m  N
r- we r~» G

14 m  m
4

3 8
~q "L
h 1-4
i n  F l
1-1

'\3"rnc»<to»~.o~=rm'r3'\rarv'5tl-4.-4'¢:7\lmr~l»-ll_plfll;~IFII~Jd\.Dr¢lp~.l\};)gIU1u}\pn}\DU1~mmwhHHmhvo~w_on mm
1.DI"~»n1-lr~a1-¢ r¢r- NN FlN

8 3 8
-=r

m
in a 8 8 8 $ °m

\D Q  1 - 1  o  m
Q N ii

Flwem> -
o '8z  m

m in m ~u \0 QQ \'4 U) \D m mm_ m r- Mg We ea_
Q to to... an in 14
of 1-i 1-1 m F l

c>G1\n1.nmwo1-4Wl'*ll""lJll*ICI1-I_~=r_mm_m~4_
so 4  r-  756
of 1-1 N we
m  N  o 4

H
m o

m m

l"*_ \-#_

Q h

h 1 4

1 - 1

m  R  8 § 3 h  h  § 3 m  h 9 m mo 1-To
4 4 4 4 3 3 a 8 , s _ ' : ' . ; § a ' * 8 m
3 \ D : l _ _ r?1 4 """14l.r'l"""~¢ .-i"uri"

m m wr
Fl'

anN warn-cr mm
"L "L°'l"'1.°9.N 1WQ.-lv"l\"lN

<r
ID

*-' moo we

IfIUl\\)l\9l»fIW1-ll"~I"<l1-l\DI\"IC)1-lm 1-1mcnr~<r¢menu"-uoun\o
oo0r-~1.n1-I1-l!'lt4U"I

F l  s o  m  n o  m  m  \ D
of mo -=l; r- so m l.n._

o f  m no 8  m  U P

UP m  o  o
mo 01 cm ofN Wi r~l

N of

W in
UP UP
o. of.
N 01
N f*l
F l

m o 1-1 -It N oFI"nl m0§8333§938g
3 vo in 1-i°1-1 F l  i n

3 r- m r- moD w m m iv 9<r_ r- m F l

L".

lJ"l¢\I\-ls-lr--m m=r~.o In
r\ H fnN 14

==q
1 - 1

s o  3  o  o
no N  m  Lm
On Lm Mu  o
-Cr Mn H no

r-
|"*
°4

3  I a
m

UP m

ea m N -|  Lm m
o 1-4 \-e H r- Q
m cm up N  \ D in- V *ni
co of  N  cm
\D 1-1 m

1-II"~l*ll..l"l\DIl"ll"*Ul
mfr*-mcr\oclr~lml\~=r'=r<:I_r~4m._
A N H Mm

1-1 up W r~l
m  UP  m
N m |*"-
1'*l 1-1

UP h
1-1 N
N g UP
h  o f
r- 1'l
1-1

om UP 75" -Ur$§33m§9~$»_"Lam * a w e
£ 1.91-nv-I. - l F l l h

Fa" r- v no m Mn
m  o f  N  N  1 - 1  H
\D Fu l"" of
F l f*3-.4

m uIP191
1-1

of |"* l\l  o
N  N N

N

Q Lm mo Iam m omM r-~ pp
Q  N  H 1-1N

mwEr
U:4
:1 o4 we

n m m n m o ¢ a n m m n m o mh=l1-lr-r~looc-l olrnr-~.ooooor-»r-_\-¢l.n°q.l.n_r4 my:-=lou_m_~=r_-u_
rwoooommun r~ll.nt-looonkNVm v-0lD m

F" cm o hql UP Mn m<11 g r"\ 1-1
-¢ on m

<r m
m  Q
u\_ r~l_
m of
cm N

o\mwr4r~a\oc~4t4'»:4lr~»m'l.F»ll-eo~.o\n<rr~l,PI-¢gIQPQQf\ll-¢l-ll11dUl\Dq1l,PIql\IQ)
u~» r4c>uoooo1~=r~.o-»u»m~.o_\.oo» n m
F9\Dl"*I'u-#Fi 4-¢U}l"-'l*I(9 -.n*

4 14r~ar~a-4
r~»

Q l"" on 1'l
m o  N  o
\D " 1 \D_
lD m  m  m

4

Nm
"=- m:l-\ 3

H m m m m m m e m m w w m m e

r~l_\4 ln_m_¢-|m -4_-4~=r_=r-lr~lco
o\uuoor"~|r"- H m H £ n ` n ` m `m 1-4 m m

UP m Q m
o f l
r"- r -
lJ"| m

N  N
m |*
"";€>.
m l'*l
m  F l
F l

U>r--¢\no\n\n-rnnsnmoLor-o1 r~Jmr~|:>=t°0|.n
r~i"r~i"H" ,-ms

Q Ww \D o  .4 14 m r-  m l*
r l r-»
N

CO H o H rn Nin o m in no m
<r_ r-_oo "._in
N 4-1 FL

Mr-~=rr~l»-1
|"* Nm m

F I
_8_

n m .-a m
1-¢ n l n u>

- s o | r4 \ -1v-

r-r~4r-moons LD
N

Sn
l""

c  we
:| of
-\ m

aammmoor-n ¢ H m m ~u:l 1-ll.n_\.rLn"lu:>
u o o a o o o o n a m
qt 1-lifl

1 ' l  N m o  1 ' l  o f  m GO
N m r4  m m \ .D  m
N u. Ms On r m_ g

N 1'l O\ m m  N
1'l i n

LD m o No m m
"L of_ "1¢-4H  N14

m N

o < 1

l " ~

Q N

N 1 ' l
1 - 1

m m m a H v n H m m m n m
v l m m oo <.r m u ¢4 d m oo ' - "=: t l - n n d--un_m_¢~¢r~_r~_a»<:mor-»l.n¢-e r-I -:rm

-4m*:r--It4 HanN
NK

oN
"lN

l"\ m no no
in h o~» ID
Q  1 -_ vs_ Io_
C r m 4-1 1-1N

9* in
n no
2  9

©mmmQm9HmnmmnoHmqr.-1nra1-1m-- mmhnmnnU'lr¢lf1l r-l__ no_¢m_m_m_n
ooooooo4».n¢-l HQHm 9mmm d 1f1 1-1

m  m  q  n o
N 1'l l""* m

m  m  m
m N

m m

"-_"-'_
ca n
N

n l-l s no 8 U\ as o E m an
3494339839m m N N 1-1 14 n ID

o Q Up N o 4m r- in o w oo_ aw Ms 1-4 N 1-4_
N F l ¢-4 m

rt m r4 DN m v H""!. we
N

m
r~a

I D
\ -1
we

m m L D  m
m N LD l*I
N  I D  D  i n
Q  m  H  N

m

cr-=r-uer.-uooaoe-l-¢l.n_oor-1-¢l.nr-.m<:r_
*-r~a¢rcaoooooa~.o-¢88 -Cr ¢-nm

ooLO\¢>rr\l.n<rl.na\oo¢-lf~4mLn¢~ll-lr~.ll.n
¢-¢~.q<r_fv|a~»_~.o m
1-l¢q¢-l0"l310¢¥1

moo r-4.0 19
N N

-nr q
<r of
m Oh
f"* -1
m 01
1'l

¢4ooo\nouomr-~ar'7~lh.l.o'o'§"n71l~mo»cnc>1:r~.\.ooo~»rnmr-oor~r~a-rvmmr4oom¢-ao-ummc>~:rmnr~a co1.nr~»
<:rr\n-44-44-c 1-llD Mn 1-1

m I-I m
-nr LD inFl N
m

-u

h  O  n m  m
m m U p  m
1-#_ |"*-_ |""\ Q
1  N  1 - 4  NN

4-In
N  M  N  m
1' l  m m m

¢\l_  MY M
FT ~=r 1 ' l

<1omommmuudm.-4mm1-|r~amr- Hmmao_r--_h mm ¢*J 1-|
m.-a

ID
N 3

'uQU!
2 8

oo-1'r mm¢-lnm»n.-l¢4mmo<ou1v.D4-l~=r¢-nnrunao Ifl¢1'\l~.D(lll"lY\4»'lnwr-1-amm1-1m rumm mnl
m oo oa m :
o \ -4 \.9 '
F l
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